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Chronology of Board hearing matter in Docket No. 2001-021, Cause No. 24 7-g] 7% kica

El Paso Production Oil & Gas Company requesting 640-acre drilling units for PR 1% 2004

exploratory wells in the Leland Bench area of Uintah County

LECHETTARY, BOARD OF
OiL, GAS & MINING
July 25, 2001 Board held hearing in Roosevelt, Utah. El Paso requested an order

from the Board for 640-acre drilling units in four sections of land
located in T. 4 South, R. 2 East, Uintah County (see attached map)
for the Mesaverde and Mancos formations.

September 7,2001  Board issued order granting the requested well spacing with the
following requirement:

“In order to ascertain the accuracy and appropriateness of the
geologic and engineering evidence and the conclusions supporting
the spacing herein established, El Paso shall within 30 days of the
completion of drilling for each well compile all drilling
information obtained from the well and meet with the staff of the
Division to review such information and to determine what
additional production and engineering data are needed and the
timetable for obtaining the additional data. In the event the
evidence from the wells indicates a different well-spacing is
justified than the one established by this Order, El Paso, the
Division, interested third parties, or the Board on its own motion
may seek a modification of the Order to conform with the newly
determined evidence.”

November 9,2001  Deep Mesaverde-Mancos formation development begins as El
Paso commences drilling of Leland Bench #35-22 well. Well
reaches TD on February 5, 2002.

May 24, 2002 El Paso commences drilling of Ute Tribal #31-31. Well reaches
TD on September 9, 2002.

August 21, 2002 El Paso finishes testing of #35-22 well and considers the well to be
completed. El Paso files Well Completion Report (WCR) for the
well with Division on September 11, 2002.

August 23, 2002 El Paso commences drilling of Ute Tribal #26-32 well. Well
reaches TD on November 15, 2002.

December 17,2002  Effective as of this date, El Paso sells Uinta Basin properties to
Westport Oil & Gas Company, L.P.
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June 25, 2003

July 30, 2003

August 22, 2003

January 14, 2003

March 26, 2004

April 5, 2004

—— ~ Board briefing

April 28, 2004

Division performs engineering evaluation of information filed by
either El Paso or Westport for the three wells drilled in the area.
Division finds that information is lacking upon which to draw
conclusions.

Division briefs the Board on the status of the deep Mesaverde-
Mancos development in the Leland Bench area. Board concurs
with Division recommendation to seek additional information from
Westport and asks that the Board be kept informed regarding the
forthcoming information.

Division sends letter to Westport requesting additional information
(see copy of letter attached).

Representative of Westport’s Uinta Basin office meets with the
Division and presents staff with information compiled from the
drilling of the three deeper wells in the Leland Bench area. All
three wells remain shut-in and Westport had not yet developed a
plan for disposition of the three wells. The first well to be drilled
had been tested and determined capable of production; however, it
was shut-in due to lack of gas transportation infrastructure. Two of
the wells have not been adequately tested because of the
unavailability of gas transportation out of the area; thus, Westport
had not yet submitted WCR for two of the wells.

Division sends letter to Westport requiring that Westport file WCR
and any available testing information for the remaining two wells

with the Division.

Westport filed WCR for the remaining two wells; however, no test
results are available.
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Lieutenant Governor
State of Utah March 26, 2004
Department of |
‘Natural Resources
Division of CERTIFIED MAIL NO. 7002 0510 0003 8602 6426
Oil, Gas & Mining
ROBERT L. MORGAN Mr. Gary D. Davis, Exploration Manager
Executive Director W estp ort Oil & Gas C ompany
LO"I;'?‘.“:R gBAXTON 1670 Broadway, Suite 2800
wvision Dieetor Denver, Colorado 80202-2800

Re:  Reports Required for Drilling Activity Within the Leland Bench Area,
T. 4 South, R. 2 East, Uintah County, Utah

Dear Mr. Davis:

By letter dated August 22, 2003, the Division of Oil, Gas and Mining
required Westport Oil & Gas Company to submit information to the Division
regarding wells drilled in the referenced township. This information was needed to
address conditions of an Order of the Board of Oil, Gas and Mining establishing 640-
acre drilling units in Cause No. 247-01, dated September 7, 2001.

- During January 2004, Mr. John Conley of your Vernal, Utah office provided
a briefing to the staff of the Division regarding well drilling and completion activity
in the referenced township. The information showed that El Paso Oil & Gas
Production Company drilled three wells in the area in year 2001 and 2002 that were
ultimately transferred to Westport during 2003. The three subject wells (all located
in T. 4 South, R. 2 East, Uintah County) are:

Leland Bench #35-22, Sec. 35, API No. 43-047-34158
Ute Tribal #31-31, Sec. 31, API No. 43-047-34527
Ute Tribal #26-32, Sec. 26, API No. 43-047-34665

Subsequent to Mr. Conley’s discussion, the Division received a final version
of the Leland Bench Synopsis on January 29, 2004. Based on Mr. Conley’s briefing
and the subsequent Synopsis submitted by Westport, the Division will recommend to
the Board that no further action be taken regarding the 640-acre well spacing order
until such a time as additional information warrants reconsideration of well spacing
in the Leland Bench area.

1594 West North Temple, Suite 1210, PO Box 145801, Salt Lake City, UT 84114-5801 LWhO

telephone (801) 538-5340 » facsimile (801) 359-3940 » TTY (801) 538-7223 * www.ogm.utah.gov Where ideas connect
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Mr. Gary D. Davis
March 26, 2004

Although Westport has provided the Division with adequate information
concerning the aforementioned Board matter, there remains an obligation for
Westport to provide the Division with certain routine reports for the three wells
drilled by El Paso. These routine reports comprise the public record for the wells,
but the information is.subject to the conditions for confidential status explained in -
Rule R649-2-11, Confidentiality of Well Log Information. The required reports are
described in Rules R649-3-6, Drilling Operations, R649-3-19, Well Testing, and
R649-3-21, Well Completion and Filing of Well Logs. In accordance with these
rules, the following items must be timely reported to the Division:

Well spud*

Entity Action Form, Form 6*
Monthly drilling status report*
Fresh water encountered, Form 7
Well completion report, Form 8**
All logs run*

Drill stem tests, if run

Well production tests

* _ Information has been previously filed by El Paso for all three wells
** - Information has been filed for Leland Bench 35-22 only

Of the three subject wells, the Leland Bench 35-22 is the only well for which
El Paso filed a Well Completion Report. Please note that the Division has required
additional information from Westport for this well by a letter from Mr. Dustin
Doucet dated February 20, 2004. In his letter, Mr. Doucet has outlined certain
necessary information to address the long-term shut-in status of the Leland Bench
35-22 well.

Therefore, the Division finds that Westport is deficient in filing certain
routine reports for the subject wells, and the Division requires that Westport file all

of the required reports that have not been previously submitted (especially the Well
Completion Report and all test results) for the referenced wells within 30 days of the .

date of this letter. If you wish to review this matter with the Division or if you
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Mr. Gary D. Davis
March 26, 2004

require further information, please contact either of the following Division
representatives; Dustin Doucet at 801-538-5281 or Mike Hebertson at 801-538-5333.

Sincerely,

cc: D. Doucet
M. Hebertson
D. Staley
John Conley, Westport



DEPARTMENT OF NATURAL RESOURCES
DIVISION OF OIL, GAS AND MINING

1594 West North Temple, Suite 1210
5 . PO Box 145801
Michael Q. Leavitt ¥ sat Lake City, Utah 84114-5801
Robert L. Morgan (801) 538-5340 telephone
Executive Director [ (801) 359-3940 fax
Lowell P. Braxton (801) 538-7223 TTY
Division Director www.nr.utah.gov

@ Sta.e of Utah -

August 22, 2003

Mr. Carter Mathies, Vice President, General Manager
Westport Oil and Gas Company, L.P.

1670 Broadway, Suite 2800

Denver, CO 80202

Subject: Information Required by the Division of Oil, Gas and Mining

Dear Mr. Mathies:

On July 30, 2003, the staff of the Division of Oil, Gas and Mining presented a
briefing to the Board of Oil, Gas and Mining regarding the status of an Order issued by
the Board in Docket No. 2001-021, Cause No. 247-01 on September 7, 2001 (a copy of
Order is attached). The Order concerns the establishment of 640-acre well drilling and
spacing units for El Paso Production Oil & Gas Company in Sections 25, 26, 35, and 36,
Township 4 South, Range 2 East, U.S.M. in Uintah County, Utah. In the area, there are
two wells operated by Westport Oil and Gas Company that were transferred from El Paso
effective December 17, 2002. Based on the briefing given by the Division staff to the
Board, the Division now requires additional information from Westport to comply with
the intent of the Board’s Order. '

The Order of the Board specifically states (Paragraph E, page 8):

“In order to ascertain the accuracy and appropriateness of the geologic and
engineering evidence and the conclusions supporting the spacing herein
established, El Paso shall within 30 days of the completion of drilling for
each well compile all drilling information obtained from the well and meet
with the staff of the Division to review such information and to determine
what additional production and engineering data are needed and the
timetable for obtaining the additional data. In the event the evidence from
the wells indicates a different well-spacing is justified than the one
established by this Order, El Paso, the Division, interested third parties, or
the Board on its own motion may seek a modification of the Order to
conform with the newly determined evidence.”

thah.
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Carter Mathies, Vice President, General Manager
Page 2 of 2
August 22, 2003

Subsequent to the issuance of the Board’s Order, El Paso drilled the following
two wells in the subject area (Basic Well Data summaries are attached):

Ute Tribal #26-32, Sec. 26, T. 4S, R. 2E, API No. 43-047-34665
Leland Bench #35-22, Sec. 35, T. 4S, R. 2E, API No. 43-047-34158

These same two wells were acquired by Westport in December 2002. Division records
do not show that either El Paso or Westport met the conditions of the Board’s Order to
present technical information to the Division for validation of the 640-acre well spacing
order.

Therefore, the Division now requires Westport to compile all geologic and
engineering data that is available for the two aforementioned wells, to develop its
technical opinion of the reservoir drainage characteristics of the two wells, to submit such
information to the Division for review, and to meet with Division staff in order to further
discuss the submitted data. The purpose of reviewing this information will be to
determine if the Board’s Order is valid as is or if it must be modified based on the
submitted data. To schedule a conference with Division staff, you may contact me at
telephone no. (801) 538-5334 or via e-mail at JohnBaza@utah.gov. I anticipate that we
should schedule the conference within the next 30 days in order to timely address the
concerns expressed by the Board during the July 30, 2003 staff briefing.

I look forward to hearing from you in regard to this matter.

Sincerely,

Neiat=

sociate Director

cc: L. Braxton
D. Doucet
M. Hebertson
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BEFORE THE BOARD OF OIL, GAS AND MINING
DEPARTMENT OF NATURAL RESOURCES
STATE OF UTAH

IN THE MATTER OF THE REQUEST
FOR AGENCY ACTION OF EL PASO
PRODUCTION OIL & GAS COMPANY
FOR AN ORDER ESTABLISHING 640~
ACRE DRILLING UNITS FOR LANDS
IN THE LELAND BENCH AREA IN
TOWNSHIP 4 SOUTH, RANGE 2 EAST,

-U.S.M., FOR THE PRODUCTION OF
OIL AND GAS FROM THE
MESAVERDE AND MANCOS
FORMATIONS; AND TO FORCE POOL
THE INTERESTS OF ALL OWNERS
REFUSING OR FAILING TO AGREE
TO LEASE THEIR INTERESTS OR
OTHERWISE BEAR THEIR
PROPORTIONATE SHARE OF THE
COSTS OF DRILLING AND
PRODUCTION OPERATIONS FOR
THE ARMSTRONG NOS. 1 AND 3
WELLS (NOW THE LELAND BENCH
NOS. 35-22 AND 26-41 WELLS), AND
OTHER WELLS, TO BE DRILLED ON
THE LANDS IN UINTAH COUNTY,
UTAH

FILED

NOV 06 2001

SECRETARY, BOARD OF
OlL, GAS & MINING

FINDINGS OF FACT, CONCLUSIONS
OF LAW, AND ORDER

(Forced Pooling)
Docket No. 2001-021

Cause No. 247-01

This cause came regularly for hearing before the Board of Oil, Gas and Mining (the

“Board”) on Wednesday, August 22, 2001, at 10:00 am., in the Hearing Room of the Utah

Department of Natural Resources at 1594 West North Temple Street, in Salt Lake City, Utah.

The following Board members present and participating in the hearing were: Chairman

Elise L. Erler, W. Allan Mashburn, James Peacock, Kent R. Petersen, Robert J. Bayer, and-

2001-021forcedpooling.ord 1



Douglas E. Johnson. John R. Baza, Associate Director for Oil and Gas of the Division of Oil,
Gas and Mining (the “Division”), was present and participated in the hearing.

Phillip Wm. Lear of Snell & Wilmer LLp. appeared on behalf of El Paso Production Oil &
Gas Company (“El Paso”), and Brian L. Haley and John B. Auman appeared as witnesses for
El Paso. Charles H. Cameron appeared for the Bureau of Indian Affairs. Ferron Secakuku
appeared for the Ute Indian Tribe. Robert A. Henricks, Assad Raffoul, Michael Colthard, and
Gerald N. Kenczka appeared on behalf of the Bureau of Land Management.

Kurt E. Seel, Esq., Assistant Attorney General, represented the Board. Thomas A.
Mitchell, Esq., represented the Division.

NOW THEREFORE, the Board, having fully considered the testimony adduced and the
exhibits received at the hearing, and being fully advised in the premises, makes and enters its

Findings of Fact, Conclusions of Law, and Order, as follows:

FINDINGS OF FACT

1. The Board bifurcated its hearings on El Paso’s Request for Agency Action,
hearing the spacing application on July 25, 2001, and the forced pooling application on
August 22, 2001.

2. The Board mailed notice of the hearing to interested parties on July 3, 2001, and
caused notice to be published in the Deseret News and in the Salt Lake Tribune on July 8, 2001,
and in the Vernal Express on July 4, 2001.

3. El Paso mailed photocopies of the Request for Agency Action on June 11, 2001,
to the last known address of all owners having interests in the area to be spaced, by certified

mail, return receipt requested.
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4, El Paso is a Delaware corporation in good standing having its principal place of
business in Houston, Texas. El Paso is authorized to do, and is doing, business in the State of
Utah. El Paso is the successor to Coastal Oil & Gas Corporation by virtue of a name change.

5. El Paso owns or controls working interests in the lands and wells which are the
subject matter of the Request for Agency Action.

6. The lands and drilling units affected by El Paso’s application for forced pooling

are situated in Uintah County, Utah, and are more particularly described, as follows:

Township 4 South, Range 2 East, U.S.M.

Section 25: All

Section 26: Lots 1,2,3,4,5,6,7,8,9,
10,11,12, NWY4NEY,
NEVNWYis, NWYiSWa,
SY%SWVs, SWY%SEYs, and
patented lode mining
claims known as:

Canyon (M.S. 5520)

Ouray No.1 (M.S. 5521)

Ouray No.2 (M.S. 5521)

(Al

Section 35: Lots 1,2,3,4,5,6,7,8,9,10,

WVNEY,, NWY4, including

surveyed, but unpatented

mining claims (All)
(hereinafter “Pooled Lands). Lands in Section 36 originally sought to be forced pooled were
removed at El Paso’s request, as all mineral interests have been leased or otherwise joined for
common development.

7. The Pooled Lands are Ute Indian Tribal lands and private (fee) lands comprising

agricultural homestead or cash entry patented lands and patented mining claims.

2001-021forcedpooling.ord 3



8. By unanimous decision on July 25, 2001, the Board established 640-acre drilling
units for the Mesaverde and Mancos formations in the Pooled Lands. The permitted well in each
drilling unit is to be as centrally located as practically possible, to be determined by the Division
during the administrative proceésing of submitted Applications for Permit to Drill. The Board
entered its written order on the spacing application on September 7, 2001. The spacing order is
incorporated herein by reference. However, these Findings of Fact, Conclusions of Law, and
Order do not modify the spacing order.

9. There are no wells drilled to or producing from the Mesaverde or the Mancos
formations within one mile of the exterior boundaries of the drilling units affecting the Pooled
Lands. The closest Mancos well is located in excess of six miles of the Pooled Lands. The
closest Mesaverde well is located in excess of four miles from the Pooled Lands.

10.  El Paso is the operator of the Leland Bench #35-22 Well (formerly the Armstrong
#1 Well) and the Leland Bench #26-41 Well (formerly the Armstrong #2 Well) to be drilled in
the SWYNWY of Section 35 and on Section 26 of the Pooled Lands, respectively. The Leland
Bench #35-22 and #26-41 Wells are sometimes hereinafter collectively referred to as the
“Wells.”

11. El Paso conducted an examination of the records of the Utah State Office, Bureau
of Land Management, Bureau of Indian Affairs, Uintah & Ouray Agency; and Uintah County
Recorder to identify the parties owning mineral rights in the Pooled Lands.

12. Commencing in May 2001 and continuing to the August 22, 2001 hearing,
El Paso, through its leasing agents, contacted the persons or companies appearing of record as

owning mineral rights in the drilling units in the Pooled Lands to lease their respective interests.
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Leasing contact included telephone inquiries, certified mail correspondence transmitting lease
packets, and personal visits to negotiate and obtain leases.

13.  Several owners of the private (fee) minerals within the drilling units for the
Pooled Lands had not as of the date of the hearing on this matter leased or otherwise voluntarily
committed their interests to common development. The unleased mineral owners, their
undivided interests (expressed in decimals and net mineral acres), and the tracts or lands affected
are identified in Appendix “A” to these Findings of Fact, Conclusions of Law, and Order.

14. The unleased mineral owners (hereinafter “Nonconsenting Owners”) have
neither leased nor otherwise agreed to bear their proportionate share of the costs of the drilling
and operation of wells in the Pooled Lands.

15.  The average royalties for the drilling units, weighted by net acreage in each tract,
are: Section 25—15.4146978% (0.154146978); Section 26—17.4410768% (0.174410768); and
Section 35—17.7780623% (0.177780623).

16.  The Authorization for Expenditure for the Leland Bench #35-22 Well projects the
costs of that well to be $3.3 million. The prorated share of the well costs attributable to the
interests of the Nonconsenting Owners in the drilling unit for Section 35- is approximately
$271,600.

17.  The Leland Bench #35-22 Well is a high risk well due to its total depth target of
14,500 feet in the Mancos formation, its six-mile distance to the closest Mancos well, the fact
that no Mancos well has produced in excess of one Bef when 5.6 Bef are needed for an economic
Mancos well, and the one-in-ten chance of drilling a successful well. Production in paying

quantities from the Mesaverde formation presents the same high risk as paying production from
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the Mancos formation because of the Mesaverde formation depth, limited production, and
distance to the closest producing Mesaverde well.

18.  The Leland Bench #26-41 Well and a well to be drilled in Section 25 to test the
Mesaverde and Mancos formations are high risk wells for the same reasons identified for the
Leland Bench #35-22 Well.

19. The A.AP.L. Form 610—1982 Model Form Operating Agreement (“JOA”)
contains provisions appropriate to govern the relationship between the operator and the
consenting and Nonconsenting Owners, as to those terms and conditions not inconsistent with
these Findings of Fact, Conclusions of Law, and Order. The JOA is attached to these Findings of
Fact, Conclusions of Law, and Order as Appendix “B.”

20. A 300% risk compensation award (nonconsent penalty) is appropriate for wells to
be drilled in the drilling units for the Pooled Lands.

21.  Forced pooling of the Nonconsenting Owners’ interests in the drilling units for the
Pooled Lands will promote the public interest, increase ultimate recovery, prevent waste, and

protect the correlative rights of all owners.

CONCLUSIONS OF LAW

1. The Board has jurisdiction of the parties and of the subject matter of the Second
Request for Agency Action, as amended, pursuant to Chapter 6 of Title 40 of the Utah Code

Annotated.
2. The Board gave due and regular notice of the time, place, and purpose of the

hearing to all interested parties as required by law and by the rules and regulations of the Board.
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3. El Paso properly served all owners entitled to notice by mailing copies of the
Request for Agency Action, as amended, to those owners having legally protected interests.

4, There are no written agreements for the pooling of the Nonconsenting Owners’
interests in the respective drilling unit.

5. El Paso has fully complied with the Board requirements contained in R649-2-9 of
the Utah Administrative Code to make good faith offers to the Nonconsenting Owners to lease or
otherwise bear their proportionate share of costs of drilling and completing wells in the drilling
units on the Pooled Lands prior to force pooling those interest for common development.

6. The wildcat nature of the first well drilled in each drilling unit of the Pooled
Lands, together with other evidence, supports the imposition of the risk compensation award
(nonconsent penalty) herein provided.

7. The Request for Agency Action and evidence adduced at the hearing establish the
need for forced pooling upon terms that are just and reasonable.

8. Pooling the interests of Nonconsenting Owners in this case will prevent waste of
the oil and gas resources, maximize the potential for ultimate production of those resources, and
protect the correlative rights of all owners, including El Paso, to their just and equitable shares of

the pool.

ORDER
IT IS THEREFORE ORDERED that to promote the public interest, to increase the
ultimate recovery of the resources, to prevent physical waste of oil, gas, and associated

hydrocarbons, and to protect the correlative rights of all owners:

2001-02 1 forcedpooling.ord 7



A. El Paso’s Request for Agency Action seeking forced pooling of the
Nonconsenting Owners’ interests in the spaced interval for the Mesaverde and Mancos
formations is granted.

B. The lands affected by this order comprise the 640-acre drilling units established
by the Board at its regularly scheduled hearing on July 25, 2001, being lands in Uintah County,

Utah, more particularly described as follows:

Township 4 South, Range 2 East, U.S.M.

Section 25: All

Section 26: Lots 1,2,3,4,5,6,7,8,9,
10,11, 12, NW¥%NEY,,
NEVANWYa, NWYSWYa,
SYSWYi, SWYSEY4, and
patented lode mining
claims known as:

Canyon (M.S. 5520)
Ouray No.1 (M.S. 5521)
Ouray No.2 (M.S. 5521)
(Al

Section 35: Lots 1,2,3,4,5,6,7,8,9,10,
WVNEY4, NWY, including
surveyed, but unpatented
mining claims (All)

C. The Nonconsenting Owners’ interests hereby pooled are identified in
Appendix “A” to these Findings of Fact, Conclusions of Law, and Order.

D. Drilling operations upon any portion of a drilling unit shall be deemed for all

purposes to be the conduct of the operations upon each separately owned tract in the drilling unit.
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E. Production allocated to a separately owned tract included in a drilling unit shall,
when produced, be deemed for all purposes to have been production from that tract, irrespective
of the location of the well within the drilling unit.

F. Each owner shall pay his allocated share of the costs incurred in drilling and
operating the Wells, including a well to be drilled in the drilling unit for Section 25. Those costs
include, but are not limited to, the costs of drilling, completing, equipping, producing, gathering,
transporting, processing, marketing, and storage facilities; reasonable charges for administration
and supervision of operations; and other costs customarily incurred in the industry. Each
Nonconsenting Owner’s interest shall be deemed relinquished to the consenting owners during
the period of payout for the drilling unit well, as provided in Utah Code Ann. § 40-6-6.5(8). The
relinquishment does not constitute a defeasance of title to the Nonconsenting Owner’s interest in
the mineral estate, but rather the relinquishment of the revenue stream attributable to the
Nonconsenting Owner’s allocated share during the period of payout, after payment of the royalty
provided herein.

G. A Nonconsenting Owner shall be entitled to receive, subject to the royaity
specified herein, the share of the production of the well applicable to his interest in the drilling
unit after the consenting owners have recovered the following from the Nonconsenting Owner’s
share of production: (1) 100% of the Nonconsenting Owner’s share of the cost of surface
equipment beyond the wellhead connections, including stock tanks, separators, treaters, pumping
equipment, and piping; (2) 100% of the Nonconsenting Owner’s share of the estimated costs of
plugging and abandoning the well; (3) 100% of the Nonconsenting Owner’s share of the cost of

operation of the well commencing with first production to payout; and (4) 300% of the
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Nonconsenting Owner’s share of the costs of staking the location, wellsite preparation, rights-of-
way, rigging up, drilling, reworking, recompleting, deepening or plugging back, testing, and
completing, and the cost of equipment in the well to and including the wellhead connections, as
such costs are delineated in Utah Code Ann. § 40-6-6.5(4)(d). The Nonconsenting Owner’s
share of costs is that interest that would have been chargeable to the Nonconsenting Owner had
he initially agreed to pay his share of the costs of the well from the commencement of
operations.

H. A Nonconsenting Owner shall receive as a royalty the average landowner’s
royalty attributable to each tract within the drilling unit, as follows: Section 25—15.4146978%
(0.154146978); Section 26—17.4410768% (0.174410768); and Section 35—17.7780623%
(0.177780623). When calculating the division of interest for each Nonconsenting Owner, the
average landowner’s royalty shall be proportionately reduced in the ratio that the Nonconsenting
Owner’s interest bears to (1) the total interest in the tract and (2) then further reduced in the ratio
that the tract acres bear to the total acreage in the drilling unit. The landowner’s royalty shall
survive payout and shall continue for the life of the respective wells. Both the royalty and the
relinquished interest shall be subject to the recoupment provisions of Utah Code Ann. § 40-6-6.5.

L El Paso shall furnish each Nonconsenting Owner with a monthly statement
conforming to the requirements of Utah Code Ann. § 40-6-6.5(7).

J. Upon payout of a well on the drilling unit, the Nonconsenting Owner’s
relinquished interest shall automatically revert to him, and the Nonconsenting Owner shall from
that time forward own the same interest in the well and the production from it, and shall be liable

for the further costs of operation, as if he had participated in the initial drilling and completion
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operations. Costs of operations after payout attributable to a Nonconsenting Owner shall be paid
out of production.

K. Payout occurs when the consenting owners who participate in the costs of drilling
and completing a well in a drilling unit recoup from the Nonconsenting Owners the costs and
expenses of drilling and completing the well, together with the risk compensation award
(nonconsent penalty) provided for herein.

L. In any circumstance when the Nonconsenting Owner has relinquished his share of
production to consenting owners or at any time fails to take his share of production in-kind when
he is entitled to do so, the Nonconsenting Owner is entitled to an accounting of the oil and gas
proceeds applicable to his relinquished share of production; and payment of the oil and gas
proceeds applicable to that share of production not taken in-kind, net of costs.

M. The terms and conditions of the JOA (Appendix “B”) shall control the
relationship of the parties as to all matters not expressly identified in this order and to the extent
not inconsistent with this order. In the event any terms of the JOA shall conflict with the terms

of this order or Utah Code Ann. § 40-6-6.5, the terms of the statute or this order, as applicable,

shall control.

N. This order is made and entered upon terms and conditions that are just and
reasonable.

0. The Board has considered and decided this matter as a formal adjudication,

pursuant to the Utah Administrative Procedures Act, Utah Code Ann. §§ 63-46b—6 through —10
(1993), and of the Rules of Practice and Procedure before the Board of Oil, Gas and Mining,

Utah Admin. Code R641 (2001).

2001-021forcedpooling.ord 11



P. This Findings of Fact, Conclusions of Law, and Order (“Order”) is based
exclusively upon evidence of record in this proceeding or on facts officially noted, and
constitutes the signed written order stating the Board’s decision and the reasons for the decision,
as required by the Utah Administrative Procedures Act, Utah Code Ann. § 63-46b-10 (1997),
and the Rules of Practice and Procedure before the Board of Oil, Gas and Mining, Utah Admin.
Code R641-109 (2001); and constitutes a final agency action as defined in the Utah
Administrative Procedures Act and Board rules.

Q. Notice of Right of Judicial Review by the Supreme Court of the State of
Utah. The Board hereby notifies all parties to this proceeding that they have the right to seek
judicial review of this Order by filing an appeal with the Supreme Court of the State of Utah
within 30 days after the date this Order is entered. Utah Code Ann. § 63—-46b—-10(f) (1997).

R. Notice of Right to Petition for Reconsideration. As an alternative, but not as a
prerequisite to judicial review, the Board hereby notifies all parties to this proceeding that they
may apply for reconsideration of this Order. Utah Code Ann. § 63—-46b-10(e) (1997). The Utah
Administrative Procedures Act provides:

(1) (a) Within 20 days after the date that an order is issued for
which review by the agency or by a superior agency under Section
63—46b—12 is unavailable, and if the order would otherwise
constitute final agency action, any party may file a written request
for reconsideration with the agency, stating the specific grounds
upon which relief is requested.

(b) Unless otherwise provided by statute, the filing of the request is
not a prerequisite for seeking judicial review of the order.

(2) The request for reconsideration shall be filed with the agency
and one copy shall be sent by mail to each party by the person
making the request.

(3)(@) The agency head, or a person designated for that purpose,
shall issue a written order granting the request or denying the
request.

2001-021forcedpooling.ord 12



(b) If the agency head or the person designated for that purpose
does not issue an order within 20 days after the filing of the
request, the request for reconsideration shall be considered to be
denied.

Utah Code Ann. § 63—46b—13 (1997).
The Rules of Practice and Procedure before the Board of Oil, Gas and Mining entitled

“Rehearing and Modification of Existing Orders” state:

Any person affected by a final order or decision of the Board may

file a petition for rehearing. Unless otherwise provided, a petition

for rehearing must be filed no later than the 10th day of the month

following the date of signing of the final order or decision for

which the rehearing is sought. A copy of such petition will be

served on each other party to the proceeding no later than the 15th
day of that month.

Utah Admin. Code R641-110-100 (2001).

The Board hereby rules that should there be any conflict between the deadlines provided
in the Utah Administrative Procedures Act and the Rules of Practice and Procedure before the
Board of Oil, Gas and Mining, the later of the two deadlines shall be available to any party
moving to rehear this matter. If the Board later denies a timely petition for rehearing, the
aggrieved party may seek judicial review of the order by perfecting an appeal with the Utah
Supreme Court within 30 days thereafter.

S. The Board retains exclusive and continuing jurisdiction of all matters covered by
this Order and of all parties affected thereby; and specifically, the Board retains and reserves
exclusive and continuing jurisdiction to make further orders as appropriate and authorized by

statute and applicable regulations.
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_ ~

T. The Chairman’s signature on a facsimile copy of this Order shall be deemed the
equivalent of a signed original for all purposes.
ENTERED this 6® day of November, 2001.

STATE OF UTAH
BOARD OF OIL, GAS AND MINING

Elise L. Erler, Chairman
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UNLEASED MINERAL OWNERS
Uintah County, Utah
Pooling and Spacing Hearing
August 22, 2001

Replacement

Tract # Description Mineral Owner Address Gross Interest  Net Mineral Last Lease Comments
Acres Acres
2 T4S.R2E UsM Forest Qil Corporation,a Delaware 1600 Broadway, Suite 2200 320.00 0.02209 7.06736 Appears Open Mailed lease dated May 24, 2001 with lease terms of
Section 25: W/2 corporation, successor by merger Denver, CO 80202 . - $100/acre, 1/6th royalty, 5 year term
to Forcenergy, Inc., and apparent July 5, 2001 Joe Teets spoke with Chuck Rasey,
successor by merger to Forcenergy Landman for Forest and was told that they wanted to
Gas Expioration, Inc. and patticipate in the well. :
Forcenergy Partners, LP
2 T4S R2E USM Mark A. Chapman P.O. Bax 450 320.00 0.01709 5.46778 Appears Open June 22, 2001 Mailed Lease Package by Cettified
Section 25: W/2 Sealy, TX 77474 Return Receipt Mail, $100/acre, 20% royalty and 3 year
term
2 TAS, R2E USM Dusty Sanderson 6405 Kingsbury 320.00 0.00854 2.73386 Appears Open June 22, 2001 Mailed Lease Package by Certified
Section 25: W/2 Amarillo, TX 79109 Return Receipt Mail, $100/acre, 20% royalty and 3 year
term
June 22, 2001 Shane Sanderson signed for package
2 T4S,R2E USM C.D. LaSusa P.O. Box 1808 320.00 0.00854 2.73222 Appears Open June 22, 2001 Mailed Lease Package by Certified
Section 25: W/2 - Corsicana, TX 75151 Return Receipt Mail, $100/acre, 20% royalty, 3 year
term
June 25, 2001 Di Ann Wylie signed for package
5 T4S,R2E _USM J. Hiram Moore, Ltd. 310 W. Wall St. #404 175.90 0.11250 19.78875 Appears Open June 22, 2001 Mailed Lease Package Certified Return
Section 26: Lots 7,8,12, Midland, TX 79701 Receipt Mail, $100/acre, 20% royalty and 3 year term
S/28W/4, NW/4SW/4
6§ T4S,R2E USM Forest Oil Corporation,a Delaware 1600 Broadway, Suite 2200 175.90 0.61 347 2.36881 Appears Open Mailed lease dated May 24, 2001, $100/acre, 1/6th
Section 26: Lots 7,8,12, corporation, successor by merger  *  Denver, CO 80202 royalty and S year term
S/2SW/4, NW/4SW/4  to Forcenergy, Inc., and apparent July 5, 2001 Joe Teets spoke with Chuck Rasey,
successor by mmerger to Forcenergy Landman for Forest and was told that they wanted to
Gas Exploration, inc. and participate in the well.
Forcenergy Partners, LP
5 T4S, R2E, USM Mark A. Chapman P.O. Box 450 175.90 0.01042 1.83265 Appears Open June 22, 2001 Mailed Lease Package by Cettified
Section 26: Lots 7,8,12, Sealy, TX 77474 Retum Receipt Mail, $100/acre, 20% royalty and 3 year
S/28W/4, NW/4SW/4 term
El Paso Production Oil & Gas Company
Docket No. 2001—021
Page 1 of 7 Cause No. 247—01

Exhibit "4B"



UNLEASED MINERAL OWNERS
Uintah County, Utah
Pooling and Spacing Hearing
August 22, 2001

Replacement

Section 35: Lots 1,2,

W/2NE/4, NW/4 (N/2,

less mining claim)

Sealy, TX 77474

Page 2 of 7

Tract # Description Mineral Owner Address Gross Interest  Net Mineral Last Lease Comments
Acres Acres
T4S,R2E USM C.D. LaSusa P.O. Box 1808 175.90 0.00521 0.91609 Appears Open June 22, 2001 Mailed Lease Package by Certified
Section 26: Lots 7,8,12, Corsicana, TX 75751 Return Receipt Mail, $100/acre, 20% royalty, 3 year
S/28W/4, NW/4SW/4 term
June 25, 2001 Di Ann Wylie signed for package

J4S. R2E, USM Dusty Sanderson 6405 Kingsbury 175.90 0.00521 0.91618 Appears Open June 22, 2001 Mailed Lease Package by Certified
Section 26: Lots 7,8,12, Amarillo, TX 79109 Return Receipt Mail, $100/acre, 20% royalty and 3 ye:
SI28W/4, NW/4ASW/4 term

June 22, 2001 Shane Sanderson signed for package
T4S.R2E, USM John E. Hansen Virginia R. Hansen 175.90 0.00209 0.36675 Appears Open John E. Hansen has executed a lease with Petroglyph,
Section 26: Lots 7,8,12, (Virginia R. Hanson) 2510 Frontier Drive but his ex wife has not. Virginia R. Hansen has been
S/25W/4, NW/4SW/4 Midland, TX 79705 sent a lease for $100/acre, 20% and 3 years
T4S, R2E USM J. Hiram Moore, Ltd. 310 W. Wall St. #404 144.33 0.11250 16.23713 Appears Open June 22, 2001 Mailed Lease Package Certified Return
Section 26: Lots 3,4,11, Midland, TX 79701 Receipt Mail, $100/acre, 20% royalty and 3 year term
SWI/4SE/4
T4S.R2E, USM John E. Hansen Virginia R. Hansen 144.33 0.00209 0.30093 Appears Open John E. Hansen has executed a lease with Petroglyph,
Section 26: Lots 3,4,11,, (Virginia R. Hanson) 2510 Frontier Drive but his ex wife has not. Virginia R. Hansen has been
SWI/4SE/4 Midland, TX 79705 sent a lease for $100/acre, 20% and 3 years
T4S,R2E, USM J. Hiram Moore, Ltd. 310 W. Wall St. #404 314.15 0.11250 35.34188 Appears Open June 22, 2001 Mailed Lease Package Certified Return
Section 35: Lots 1,2, Midland, TX 79701 ’ Receipt Mail, $100/acre, 20% royalty and 3 year term
E/2NE/4, NW/4 (aka AFE sent 8/8/01
N/2)
T4S, R2E USM Forest Oil Corporation,a Delaware 1600 Broadway, Suite 2200 314.15 0.01347 4.23060 Appears Open Mailed lease dated May 24, 2001
Section 35: Lots 1,2, corporation, successor by merger Denver, CO 80202 July 5, 2001 Joe Teets spoke with Chuck Rasey,
E/2NE/4, NW/4 (aka to Forcenergy, inc., and apparent ) Landman for Forest and was told that they wanted to
N/2) - successor by merger to Forcenergy participate in the well.

_Gas Exploration, tnc. and AFE sent 8/8/01
Forcenergy Partners, LP

T4S.R2E USM Mark A. Chapman P.O. Box 450 314.15 0.01042 3.27256 Appears Open June 22, 2001 Mailed Lease Package by Certified

Return Receipt Mail, $100/acre, 20% royalty and 3 year
term
AFE sent 8/8/01



UNLEASED MINERAL OWNERS

Uintah County, Utah
Pooling and Spacing Hearing
August 22, 2001

Replacement

Tract # Description

Mineral Owner

Address

Comments

T4S.,R2E, USM
Section 35: Lots 1,2,
W/2NE/4, NW/4 (N/2,
less mining claim)

T4S.R2E USM
Section 35: Lots 1,2,
W/2NE/4, NW/4 (N/2,
less mining claim)

T4S,R2E USM
Section 35; Lots 1,2,
W/2NE/4, NW/4 (N/2,
less mining claim)

T4S,R2E USM
Section 35: Lots 1,2,
W/2NE/4, NW/4 (N/2,
less mining claim)

Sharon Eskelson Boren, Life
Estate

Remainderman:

Becky Jo Gebhart Jackson

Dusty Sanderson

C.D. LaSusa

John E. Hansen
(Virginia R. Hanson)

c/o Becky Jo Gebhart Jackson

P.O. Box 477
Vernal, UT 84078

6405 Kingsbury
Amarillo, TX 79109

P.O. Box 1808
Corsicana, TX 75151

Virginia R. Hansen
2510 Frontier Drive
Midland, TX 79705

Gross Interest  Net Mineral Last Lease
Acres Acres

314.15 0.00667 2.09434 Appears Open
314.15 0.00521 1.63603 Appears Open
314.15 0.00521 1.63603 Appears Open
314.15 0.00209 0.65500 Appears Open

Page 3 of 7

June 16, 2001 Jim Klassen met with Ms. Boren about
leasing her property and on June 17, 2001 delivered a
lease for Ms. Boren to execute.

June 29 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
Stringhams, Catherine Hatch and Sharon Eskelson
Boren. Mr Stringham said he would sign the lease for »
20% royalty, but he wants changes made to the lease
form, including $25/acre shut in rentals.
7/16/01 Mailed Lease Package by Certified Return
Receipt Mail in c/o Becky Jo Jackson and no return card
has been sent back as of this date. The lease was for
$100/acre, 20% royalty and a 5 year term.

AFE sent 8/8/01

June 22, 2001 Mailed Lease Package by Certified
Return Receipt Mail, $100/acre, 20% royalty and 3 year
term
June 22, 2001 Shane Sanderson signed for package
AFE sent 8/8/01

June 22, 2001 Mailed Lease Package by Certified
Return Receipt Mail, $100/acre, 20% royalty, 3 year
term
June 25, 2001 Di Ann Wylie signed for package
AFE sent 8/8/01

John E. Hansen has executed a lease with Petroglyph.
but his ex wife has not. Virginia R. Hansen has been
sent a lease for $100/acre, 20% and 3 years
AFE sent 8/8/01



UNLEASED MINERAL OWNERS

Replacement
Uintah County, Utah :
Pooling and Spacing Hearing
August 22, 2001
Tract # Description Mineral Owner Address Gross Interest Net Mineral Last Lease Comments
Acres Acres
9 T4S R2E USM Verlie A. Stringham c/o Stephen B. Stringham 314.15 0.00042 0.13091 Appears Open May 16, 2001 Scott Weirich spoke with Kent Stringham

Section 35: Lots 1,2, (widow of Kenneth R. Stringham) 268 West 300 South and he said he wanted at least 18.75% royalty.
W/2NE/4, NW/4 (N/2, Vermnal, UT 84078

June 298 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
: . : Stringhams, Catherine Hatch and Sharon Eskelson
- : Boren. Mr Stringham said he would sign the lease for a
20% royalty, but wants changes in the lease including
$25/acre shut in rentals.

May 16, 2001 Scott Weirich spoke with Kent Stringham
and he said he wanted at least 18.75% royalty.
June 29 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
Stringhams, Catherine Hatch and Sharon Eskelson
Boren. Mr Stringham said he would sign the lease for a
20% royalty, but wants changes in the lease including
$25/acre shut in rentals.

7/12/2001 A lease was sent to Ms. Verlie A. Stringham
McCarrel by certified mail and on 7/14/2001 was signed
for by Verlie McCarrel. The lease was for a lump sum of
$50, 20% royalty, 5 yrs.

AFE sent 8/8/01

less mining claim)
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| Tract # Description

UNLEASED MINERAL OWNERS
Uintah County, Utah
Pooling and Spacing Hearing
August 22, 2001

Replacement

Mineral Owner

9 T4S,R2E, USM Catherine S. Hatch

Last Lease

Comments

Section 35; Lots 1,2,
W/2NE/4, NW/4 (N/2,
less mining claim)

9 T4S,R2E USM
Section 35: Lots 1,2,
WI/2NE/4, NW/4 (N/2,
less mining claim)

Dorothy Stringham Searle
Memorial Trust

Address Gross Interest Net Mineral
: Acres Acres
c/o Stephen B. Stringham 314.15 0.00042 0.13091
269 West 300 South
Vernal, UT 84078
c/o Paul Searle 314.15 0.00042 0.13091
956 South 500 West
Vernal, UT 84078 -

Page 5 of 7

Appears Open

Appears Open

May 16, 2001 Scott Weirich spoke with Kent Stringham
and he said he wanted at least 18.75% royaity.
June 29 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
Stringhams, Catherine Hatch and Sharon Eskelson
Boren. Mr Stringham said he would sign the lease for a
20% royalty, but wants changes in the lease including
$25/acre shut in rentals.

May 16, 2001 Scott Weirich spoke with Kent Stringhan,
and he said he wanted at least 18.75% royalty.
June 29 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
Stringhams, Catherine Hatch and Sharon Eskelson
Boren. Mr Stringham said he would sign the lease for a
20% royalty, but wants changes in the lease including
$25/acre shut in rentals.

7/12/2001 A lease was sent to Catherine S. Hatch by
certified mail and on 7/14/2001 was signed for by
Stephen B. Stringham. The lease was for a lump sum of
$50, 20% royalty and 5 years.

AFE sent 8/8/01

May 16, 2001 Scott Weirich spoke with Kent Stringham
and he said he wanted at least 18.75% royalty.
June 29 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
Stringhams, Catherine Hatch and Sharon Eskelson
Boren. Mr Stringham said he would sign the lease for
20% royalty, but wants changes in the lease including
$25/acre shut in rentals.

7/16/2001 A lease was sent to Paul M. Searle and
Catherine S. Hatch, Trustees by certified mail and on
7/17/2001 was signed for by Nancy Searle. The lease
was for a lump sum of $50, 20% royalty and 5 year
term.

AFE sent 8/8/01



UNLEASED MINERAL OWNERS
Uintah County, Utah
Pooling and Spacing Hearing
August 22, 2001

Replacement

Tract # Description Mineral Owner Address Gross interest  Net Mineral Comments
Acres Acres
T4S.R2E _USM Paul G. Stringham 1775 South 2935 West 314.15 0.00042 0.13087 May 16, 2001 Scoft Weirich spoke with Kent Stringham

Section 35: Lots 1,2,
W/2NE/4, NW/4.(N/2,
less-mining claim)

T4S,R2E, USM Florence N. Streeper and/or
Section 35: Lots 1,2, Nedene S. Jacobsen Family Trust
W/2NE/4, NW/4 (N/2,

less mining claim)

Vernal, UT 84078

Florence N. Streeper 314.15 0.00042 0.13087
1350 Delphic Way
Pocatello, ID 83201

Page 6 of 7

and he said he wanted at least 18.75% royalty.
June 29 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
Stringhams, Catherine Hatch and Sharon Eskelson
Boren. Mr Stringham said he would sign the lease for a
20% royalty, but wants changes in the lease including
$25/acre shut in rentals.

7/16/2001 A lease was sent to Paul G. Stringham by
certified mail and on 7/18/2001 was signed for by Paul
Stringham (the signature is hard to read). The lease was
for a lJump sum of $50, 20% royalty and a 5 year term.
AFE sent 8/8/01

May 16, 2001 Scott Weirich spoke with Kent Stringham
and he said he wanted at least 18.75% royaity.
June 29 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
Stringhams, Catherine Hatch and Sharon Eskelson
Boren. Mr Stringham said he would sign the lease for a
20% royalty, but wants changes in the lease including
$25/acre shut in rentals
7/19/2001 A lease was sent to Florence N. Streeper and
Nedene S. Jacobson by certified mail and was signed
for on 7/21/2001 by Florence N. Streeper. The lease
was for a lump sum of $50, 20% royalty and a 5 year
term
AFE sent 8/8/01



UNLEASED MINERAL OWNERS
Uintah County, Utah
Pooling and Spacing Hearing
August 22, 2001

Replacement

Tract # Description

Mineral Owner

Comments

9 T4S, R2E USM
Section 35: Lots 1,2,
W/2NE/4, NW/4 (N/2,
less mining claim)

9 T4S, R2E USM.
Section 35: Lots 1,2,
WI/2ZNE/4, NW/4 (N/2,
less mining claim)

Loma Stringham, as Trustee of the
Stephen B. Stringham Family
Trust

Stephen B. Stringham, as Trustee
of the Loma Stringham Family
Trust

Address Gross Interest Net Mineral Last Lease
Acres Acres
cl/o Stephen B. Stringham 314.15 0.00021 0.06544 Appears Open
269 West 300 South

Vernal, UT 84078

269 West 300 South 314.15 0.00021 0.06544 Appears Open
Vernal, UT 84078

May 16, 2001 Scott Weirich spoke with Kent Stringham
and he said he wanted at least 18.75% royalty.
June 29 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the

- Stringhams, Catherine Hatch and Sharon Eskelson

Boren. Mr Stringham said he would sign the lease for a

20% royalty, but wants changes in the lease including
$25/acre shut in rentals.

7/16/2001 A lease was sent to Ms. Loma Stringham,
Trustee by certified mail and was signed for on
7/17/2001 by Loma Stringham. The lease was for a
lump sum of $50, 20% royalty and a 5 year term.
AFE sent 8/8/01

May 16, 2001 Scott Weirich spoke with Kent Stringham
and he said he wanted at least 18.75% royalty.
June 28 & 30, 2001 Jim Klassen went to see Kent
Stringham and was told that he negotiated for all the
Stringhams, Catherine Hatch and Sharon Eskelson
Boren. Mr Stringham said he would sign the lease for a
20% royalty, but wants changes in the lease including
$25/acre shut in rentals.

7/16/2001 A lease was sent to Stephen B. Stringham,
Trustee by certified mail. The lease was signed for on
7/17/2001 by Stephen Stringham. The lease was for a
lump sum of $50, 20% and 5 yrs.

AFE sent 8/8/01
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(7

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between__ C oastal Oll & Gas Corporation

» hereinafter designated and
referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafier referred to individually herein
as “Non-Operator*, and collectively as “Non-Operators”,

WITNESSETH:
WHEREAS, the parties to this agreement are owners of ofl and gas leases and/or oil and gas interests in the land identified in
Exhibit “A”, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafier provided,

NOW, THEREFORE, it is agreed as follows:
ARTICLEL
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to them:

A. The term “oil and gas” shall mean oil, gas, casinghead gas, gas cond , and all other liguid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lemse”, “lease” and “leasehold” shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agrecment, )

C. The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term “Contract Asea” shall mean all of the lands, oil and gas leasehold interests and oil and ges interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil end gas leasehold interests and oil and gas interests
afe described in Exhibit “A”,

E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority, Ifa drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agrcement of the Drilling Parties. :

- F. The term “drillsite” shall mean the oil and gas leass or intercst on which a proposed well is to be located.

G. The terms “Drilling Party” and “Consenting Party” shall mean & party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects not to participate
in a proposed operation,

L. The Term “Holldiy" shali mean holidays observed by national banki g fation in H , Texas

Unless the context otherwise cleirly indicates, words used in the singular include the -plural, the plural includes  the
singular, and the neuter gender includes the line and the femini

-ARTICLE 1L
EXHIBITS

The following exhibits, as indicated below and attached hereto, are.incorporated in and made a part hereof:
{ A, Exhibit “A”, shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Res!rictioni, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interedts subject to this agreement,
(5) Addresses of partles for notice purposes.
(6) Exhibit “A", Plat
. Exhibit “B”, Resm-e£Lease’/ Schedule of Leases
Exhibit “C", Accounting Procedure.
Exhibit “D*, Insurance.
Exhibit “E”, Gas Balancing Agreement. )
Exhibit “F", Non-Discrimination and Certification of Non-Segregated Facilitics.
ExhibitG2, Tax-Rastnesship. * See Exhiblt H, -
If any provision of any exhiblt, except Exhibits “E” and/ ", ls inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail,
* H. Exhibit “H”, Notice of Memorandum of Operating Agreement and Financing Statement,

h @0 o ow
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ARTICLE IIL.
INTERESTS OF PARTIES
A. Oil and Gas Interests:
mm,:L ;nd:'n SWR-an-oil-and gas i in-the - Contract Al-.g' that i shall_be treated for all PUp of thic g
and-dusing-theterm-heraof-asif. it-wers d-bythe-form—of oil-and-gas-lease attached hoseto as Exbiki B2 _and the ownerthereof
¥ 8
shall-be-d d-to-own-boih.the rA;ln‘O:n i dinsuchleace and tha int, oftha lacs. 1 d

.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be bome and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit “A”. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the

payment of royalties to the extent of -existing burdens which shall be borne as hereinafier set forth,

Regardiess of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shail bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty tipulatechereinat and shall hold the
other parties free from any Hability therefor, No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and

receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such higher price. :

Nothing contained in this Article IILB. shall be deemed an assignment or cross-assignment of interests covcre& hereby.

C.  Excess Royalties, Overriding Royalties and Other Payments;

Unless changed by other provisions, if the interest of any party In any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article [ILB., such party so
burdened shall assume and alone bear all such excess obligations and shall ind ify and hold the other partics hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working Interest hereunder, or if Such a burden existed prior to this agreement and is not set forth in Exhibit “A”, or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, oris not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as “subsequently created interest” irrespective of the

timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter seferred
to as “burdened party”), and:

1. If the burdened party is required under this gr to assign or relinquish to any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened perty shall indemnify and save said other party,

or parties, harless from any and all claims and demands for payment asserted by owners of the subsequently created interest;

and, .

2. I the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB, shall be

enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.
ARTICLE IV.
TITLES

A.  Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas i included, or pl d to bdnclud
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well s proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstratts (including federal lease status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but y for the ination of the title, shall be obtained by Operator. Operator shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all titlc opinions shall be furnished to each party
hereto. The cost incurred by Operator in this title program shall be borne as follows:

N " - s b lieni 1 1
O Option-Morh—Costi 4-53-0p in-p ing and-title { g—p Y-SUpP N
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ARTICLE IV
continued
0 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supp} I, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties

in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-

hibit **A**. Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
functions. '

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.
This shall not prevent any party from appearing on its own behalf at any such hearing. '

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of interest from that shown on Exhibit ““A”’, the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and gas leases and interests: and,

(8) The party whose oil and 8as lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other perties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well; .

. (d) Should any person not a party to this agresment, who is determined to be the owner of any interest in the title which has
failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
who bore the costs which are so refunded;

. (€) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,
" () No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest

claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in
connection therewith,

2. Loss by Non-Payment or Frroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which acquisition will not be subject to Article VIILB., the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
up to the amount of 'unrecovered costs; .

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, .

{c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of tHJiinterest
lost, for the privilege of participating in the Contract Area or becoming a party to this agreement.

3. Other Losses: Al losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be jdit
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining fejiti
the Contract Area,

: + [0S s ety ona:d 15 prabibirf
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

shall be the
Operator of the Contract Area, and shall conduct and direct and have full conerol of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.

B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
I Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A** remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock AM. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-

porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not
be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
based on ownership as shown on Exhibit ‘A", provided, however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit “‘A’* remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator.

D. Drilling Contracts:

AR wells drilled on the Contract Area shall be drilled on 2 competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature,

ARTICLE VI.
DRILLING AND DEVELOPMENT

A. Initial Well:

Onor before the._____ day of , 19___, Operator shall commence &e drilling of a well for
oil and gas at the following location:

N

and shall thereafter continue the drilling of the well with due diligence to f”

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impr:
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.

] ) . N
Operator shall make reasonable tests of all formations encountered during drilling which give indication pﬂf(c
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or"'fr\z

event Operator shall be required to test only the formation or formations to which this agreement may apply. -

s g g g
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If, in Operator’s judgniéit;. the wel will riof Pproduce ofl or gas in paying quantitics, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VI.E.1. shall thereafter apply.
B.  Subsequent Operations:
1. Proposed Operations: eS!)mul,‘letnmy party hereto desire to drill any well on the Contract Area other'than the well provided
for in Article VLA, or to mwo 3 T&peﬁ’ or plug back a dry hole drilled at the joint expensi ?f all parties or a well jointly owned by all
cfe

canable
" the parties and not theny . proauclng in paying quantitles, the party desiring to drilt, revyg;‘l?/n iecpen or plug back such a well shall give the

other parties written notics of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-

tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice

- within which to notify the party wishing to do t{_)eecxvorl?e\zlhethcr they elect to participate in the cost qf the proposed operation. If a drifl-

Ing rig is on location, notice of a proposal to rework, }n B uge')ack or drill deeper may be given by telephone and the response period shall be

limited to forty-eight (48) houts, exclusive of Saturd y, Sunday, and legal holidays. Failure of a party recelving such notice to reply within

the period above fixed shall constitute an clection by that party not to perticipate in the cost of the proposed operation. Any notice or
1 given by telephone shall be promptly confirmed in writing,

If all partles elect to participate In such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is odoca-
tion, as the case may be), actually the proposed operation and plete it with due diligence at the risk and expense of afl par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up o thirty (30) additional days if, In the solc opinion of Operator, such additional time Is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or P Notwithstanding the forcemajeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct sald-operation, written notice proposing same must be resubmitted to the other parties imccor-
ance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Partles: If any party receiving such notice as provided in Article VLB.1.or VILD.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties

giving the notice and :uch} other parties as shall elect to perticipate in the operation shall, within ninety (90) days after the expiration of
the notlce period of thirty (30) days (or as promptly as possible after the expiration of the tbrty-¢ight (48) hour period when a drilling rig is
on location, as the case may be) actually the proposcd operation and pleto it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall cither; (#) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VL.B.2., shall comply with all terms and con-
ditlons of this agreement.

If less than all partles approve any proposed operation, the proposing party, i diately after the expiration of the pplicabl
notice period, shall advise the Consenting Pastles of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Partics should proceed with the operation as proposed. Each Consenting Party, within forty-cight (48) hours
(excluslve of Saturday, Sunday and legal hotidays) after recelpt of such notice, shall advise the propasing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhiblt “A” or (b) Carry its proportionate part of Non-Consenting Parties’ interests, and
Tailure to advise the proposing party shall be deemed an election under (a). In the event a driiling rig s on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision,

L4

[

The entire cost and risk of ducting such operations shall be borne by the Consenting Parties in the proportions they have
clected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leaschold estates Involved in such
operations free and clear of all tiens and encumbrances of every kind created by or arising from the ¢ ions of the C ing Parties.

If such an opcration results in a dry hole, the Oonsenting Paitei&s dshall plug and abandon the well and restore the surface location at their
solo cost, risk and expense. If any well drilled, reworEg ,)'n Heapened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and cquip the well to produce at their sole cost and risk,
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continued

and the well shall then be tumed over to Operator and shall be ?erﬂu& by it at th‘ Skpense and for the account of the Consenting Par-
ties. Upon of operations for the drilling, reworkfngn,llp Jeel::{'; ngac'u!rI 5 ¥ ggfng back of any such well by Consenting Partles
in accordance with the provisions of this Atticle, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Partics shall own and be entitled to Teceive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefy until the p ds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article IILD. payable out of or measured by the production from such well aceruing with respect to such interest
until it reverts) shall equal the total of the following:

s

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connectioqs (including, but not limited to, stock tanks, separators, treaters, pumping cquipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

300%

(b) / % of that portion of the costs and expenses of drilling, reworking,’ cgge'ggrlﬁg;,gplugging back, testing and completing,
after deducting any cash contributions recetved under Article VIILC, and __100% % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

— -

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’stecoupment account. Any such
reworking or plugging back operation conducted during therecoupment period shall be desmed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the rewarking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein, If
such a reworking or plugging back operation is proposed during suchrecoupment period, the provisions of this Article VI.B. shall beap-
plicable as bet said C ing Parties ,in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted byr-
ticle [IL.D.*

campleting, recompleti
In the case of any rewo&'ﬂ?g, l'l ﬂugg?ng acﬁgor deeper drilling operation, the Conseating Parties shail be permiited to use, free
of cost, all casing, tubing and other f ipment in tixe well, but the ownership of all such equipment shall remain unchanged; and upon
STy ui |
abandonment of a well after such reworl 8, /pluggingback or decper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Cansenting Party with an inventory of the cquipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consent.ing Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of therwell, together with a statement of the qQuantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well’s working interest production during the preceding month, In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equif newly in cofinection with any such operation
which would have been owned by a Non-Consenting Party had it participated thercin shall be credited against the totalmretumed costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided; and if there is a credit balance, it shall be pald to such Non-Consenting Party.

d

Par ‘i:'&ﬂl;'éﬂ'%ﬁ‘e‘%! hah e l:rt%'.sn or ey g F ’{s"':nis"é“ﬂ{I’r‘:"f,"o'r"f"ﬁ:é Rl e sold JF‘ %ﬁ'ci,‘i‘s‘“:. Ay 1‘)"3}?3‘5
ﬁu wo -Consentin, ﬁ s Kﬁirc e, U Fon- onsentﬁ:s‘i rsys ql{lret fslpurchuer to Je‘xnl the moc 8[: rece“’ ¢ from
suﬁh .‘Iehd‘is n:tt to t‘e ohsefting Party until the amounts prévided for in this Article arerecoverd Ir onsenting Party’s
reflinquished interest.

om the Non-
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If and when the Co‘nséﬂtlﬁg Pﬁnies' feéovcr from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automaticelly revert to it, end, from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment }n orperiaining  thereto, and the production
" : R ~

erefrom as such Non. Consenting Party would have been entitled to had it participated in the ling, WOrKing, deepening or plugging

back of said well, Thereafter, such Non-Consenting Party shall be charged with and shall Pay its proportionate part of the further costs of

the operation of said well in accordance with the terms of this and the A ing Procedure attached hereto.

- Notwithstanding the provisions of this Article VB2, it is agreed that without the mutual consent of all partics, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Arey

2 is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply.

~ar -

The provisions of this Article shall have no application whats‘?uelvllleprl etanmerg{illliil%feafl the initial well described in Article VLA,
except (a) as to Article VIL.D.1, (Option No. 2), if selected, or (b) as to the mwoxﬁ('lng, eepefling and plugging back of such initial well
afler if has been drilled to the depth specified in Article VLA, if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time; When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completgghu,d ﬂﬂne results thereof furnished to the parties, stand-by costs incurred pending response to & party’s notice proposing a
reworﬁlpng, P aeepining, plugging back or completing operation in such a well shali be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
fixst occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VLB.2, shall be charged to and borne as part of the proposed operation,

ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this g plicable to a “deepening” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a-well from vertical 5o as to change the bottom hole

location (herein call “sidetracking”), unless donc to straighten the hole or to drill around junk in the hole o

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the Initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) 1f the proposal is for sidetracking a well which has previously produced, reimbursement shail be on the basis of the weil’s
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning,

In the event thet notics for a sldetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday end legal holidays; provided, however, any party may request and

by costs shall be ﬁllocatcd between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
ty’s intcrest as shown on Exhibit “A” bears to the total interest as shown on Exhibit “A” of all the electing parties. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C.  TAKING PRODUCTION IN KIND:

Bach pi’&}'iﬂﬂﬁ'/‘& e“]n kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production which may be used in develop and producing operations and in preparing and treating oil and gas for

marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind shall be

) -7-
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required to pay for only its proportionate share afsuch part of Operator's surface facilitics which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from

the Contract Area, and, except ag provided in Article VILB,, shall be entitled to receive payment directly from the purchaser thereof for
its share of all production.

In thlgo vuecrg any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of

i the Contract Area, Operator shall have the sightr-subject-toLthe. fon-at-aw - t
thc-obligatnn,/ Vo-purshasa-such-oilor sell it to others at any time and from time to time, for the account of the non-taking party at the
best price / obtainable-in-the area-os_such praduction—Any such purchase or sale by Operator shall be subject alway

to the right of the
owner of the production to exercise at any time its right to take in kind, or separntclid disti‘g“ of, its share o?r é‘.f.'}ﬂg: previously
#/-8

K
) [} ;]I be only for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular circumstances, but jn 10 event for a period in excess

be allocated to it, the balanci g or ing bety the respective of the parties shall be in accordance witleay/ gas balancing

agreement between the parties hereto, whethessuch-an r i# attach d as Exhibit “E” §

D.  Access to Contract Area and Information;

Consenting Party

Each / pasty-shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto, Operator, upon request,.shﬂ e{umish cach of the other parties with copies of all forms oireports filed with
governmental agencies, daily drilling reports, well logs/ ", tf: tables, daily gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
quests the Information, .

E.  Abandonment of Wells;

1. Abandonment of Dry Holes: Except for iny well drilled or deepened pursuant to Article VI.B.2,, any well which has been
drilled or deepened under the terms of this ag and is proposed to be pleted as a dry hole shall not be plugged and abandoned

without the consent of all parties. Should Operator, after diligent «effort, be unable to contact any party, or should any perty fail to reply
within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be d d to have d to the proposed abandonment, All such wells shall be plugged and abandoned in

such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or 8as subject to the provisions of Article VLB, #*»

parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of
Exhibit “C", less the estimated cost of salvaging and the estimated cost of plugging and abandoni 8. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related cquipment, together with its interest in the leaschold estate as to, but only as to, the in-

terval or intervals of the formation or formations then open to production -If the-iat of-the-abandoning-pasts is or includes_anil and
g_ng lnt: b &uch ?nrr:. ghall and-dali to.tha na b d. i g :nn-; $ =i an-olland gun lnan.l limitad to tha ;. 1 o 8.
M. £ . orfo H the opsn-to prod —for-a-4 £ (1) Yyoar-and-so-longh fer-as—oil and/ Saee-pK
duced-Homtha_int L-or int lg-of.the £ 3 or £ ‘-5 d-th ‘1, such-lsal to-beon the £ ttached Exhit

* ' If not otherwise informed, to purchase such partl

’3 8|
" néyer

l}nﬁm ‘3f pr'oduction
under the cir X gnt the price Operator Is n;.cclvlng for its shiare of such production,

RSB B e sabindesnit Opern RS ChEASent B e 40 shpndenng peciy

ng restoration & surfac ¢ abandolning parties shall remain proportiondte]

blv obtainahl




o/

S o muews W e

—
[ ]

13

A-APL FORMG610-} JEL FORM OPERATIN ?REEMEN’ 1982

ARTIC,
continued

“BZ—The assignments orleases-so limited shall encompass the “drilling unit” upon which the well is located. The Payments by, and the
assignments or-leases to, the assignees shall be In a ratio based upon the relationship of their pective p ge of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remeining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from

the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-

quest, Operator shall continue to operate the assigned well for the of the non-abandonj g partics at the rates and charges con-
templated by this ag; t, plus eny additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed aband of the producing interval(s) assigned-osleased, the assignores-tessor-shall then have the option to

repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
vigions hereof.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A.  Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area, Accordingly, the liens granted
among the parties in Article VILB. are glven to secure only the debts of each severally, It Jls,not the intention of the rafri&ies m c;eate, nor

onship to
e as p:

... A foint venture gr a, ency re
shall this agreement be construed as creating, a mining or o artnershi; as: 3 10T art as -
venturers‘%, .’r p‘}‘ n'i:ipals. n. 8. 8 mining or other partnership or association. &¢ endor fe 5 At 13, co.

B. Liensand Payment Defanlts:

Each Non-Operator grants to Operator a lien upon its oil and gas tights in the Contract Area, and a security interest in its share
of ofl and/or gas when extracted and its interest in all ¢ ipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit “C*, To the extent that Operator has a security interest under the Uniform Commercial Codo of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and theob-

If apy party fails or is unable to pay its share of expense within sixty (60) days. after rendition of a statement therefor by
Operator, the non-defaul g partics, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the Interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain

imt thereof, be subrogated to the security-sghts described in the foregoing paragraph.

C.  Payments and Accounting:

tionate shares upon the expense basis provided in Exhibit “C”. Operator shall keep an .accurate record of the joint account hercunder,
showing expenses incurred and charges and credits made and received,

Operatar, at its clection, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated of the exp to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized stat of such esti d , together

fifteen (15) days afer such estimate and involce Is received, If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be made monthly-between advances and actual ex-
"pense to the end that cach party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. " Limitation of Expenditures:

1. Drill or Deepen; Without the consent of all partics, no well shall be drilled or deepened, except any well drilled or deepened
pursuant to the provisions of Article VLB.2. of this agreement. Consent to the drilling or decpening shall include:

* . E. VL E, 2, the ing Partics shal! plug and abandon the portion of the well
to wnﬁl tt?l: Wo;v-egu;xnccerﬂ :g {)r[;’el}ll Sﬂ%'f),}ﬂef s }t%eir sole Cost, r?: Her enxspe:sre. plug P
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'BB/Ogtion No. 2;: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice °
to the Non-Operators who have the right to participate in the pletion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall includ to all Y expenditures for the completing and equipping of such well, in-

chiding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than ail of the parties,
_elect to set pipe and to attempt-a completion, the provisions of Article VL.B.2, hereof (the phrase “reworking, deepening or plugging l

back” as contained in Article VL.B.2. shall bé d d to include “completing”) shalt apply to the operations thereafter conducted by less
than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VI.B.2.of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessargankage

and/or surface facilitles.

3. Other Operations: Without the consent of ajl parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of fifty thousand Dollars ($ 50,000.00 )
except in connection with a well, the drilling, reworking, deepening, pleting, r pleting, or plugging back of which has been

previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emetgency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall famish any Non-Operator S0 requesting
an information copy thercof for any single project costing in excess of twenty thousand
Dollars ($ 20,000.00 ) but fess than the amount first set forth above in this paragraph.

E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royelties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to- receive: proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or mini royalty througt or oversight where such pay-
ment is required to contigue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B/ 2,

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or retum to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and icgal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no Hability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for faiture to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3,

F.  Taxes:

Beginning with the first calendar year after the effective date hercof, Operator shall render for advalorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall fumnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royalties and production payments) on leases and ofl and Bas interests contributed by such Non-
Operator. If the assessed veluation of any leaschold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in advalorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leaschold estate, and Operator shall adjust the charge to such owner or owners 50 as to reflect the benefit of suchreduc-
ton. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax

value generated by each party’s working intesest, Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in BExhibit “C".

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
mination. During the pendency of administrative or Judiciat proceedings, Operator may elect o pay, under protest, all such taxes and any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-

count, together with any interest and penaity accrued, and the total cost shall then be assessed against the parties, and be paid by them, as
provided in Exhibit “C".

Each perty shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect
to the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.

' -10-
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G. Insurance:

At el times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being ducted; provided, h , that Operator may be a self-insurer for liability under said com-

also carry or provide insurance for the benefit of th?galg Iﬁgogrg %ﬁ th’e parties as outlined in Exhibit “D", attached to and made a part
acto
hereof. Operator shall require all contractors engaged/ in worﬁ on or tgr the Contract Area to comply with the workmen’s compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require,
In the event automobile public liability insurance is specified in said Exhibit “D”, or subsequently receives the approval of the
partles, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A.  Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all parties consent thereto.

such lease, or portion thercof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the pertles not consenting te~such surrender. J£ the-j PYETY igning-pary-ic-or-includes an-cil_and gacin
and-dalix to-the. : —0; ? i, ROL 1 g to-such di an-oil-and gac leac.

B ]
GMMMMAF one-{l-vear and co | th feras-oil and/ar gac ic di d-from-the land d-th by _such
Lacs L ) L 4

¥-8uch
lease-to-be-on-the-form attachad hasa, as-Bxhibit g2

Upon such assignment-orleace, the assigning party shail be relieved from ail
obligations thereafter accruing, but not theretofore accrued, with respect 1o the interest assignedor-leased-and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigncdesleased premises and its equip and pro-
duction other than the royaltics retained in any lease made under the terms of this Article, The party assigneeoslesses-shall pay to the
party assignor or-lesser-the reasonable salvage value of the latter’s interest in any wells and equif attributable to the assi nedos-leas
#d-acreage. The value of all material shall be determined in accordance with the provisions of Exhibit “C”, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignmentoslease-is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such partics.

lease,

Any assignment,/ lease-or surrender made under this provision shall not reduce or change the assignor's,lessests_or surrendering
party’s interest as it was immediately before the assignment, lease—or surrender in the balance of the Contract Area; and the acreage

lgned, leased or surrend d, and subseq operations thereon, shall not-thersafies-be subject to the terms and pravisions of this
agreement as set forth below in Article VIL D.,

B.  Renewal or Extension of Leages:

top Jeage, extension or optio
If any party secures a reniirtns )n ? Any oﬁ and gag ea,s'el subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period o /days/ following receipt of such notice in which to elect to- participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-

interests held at that time by the parties in the Contract Area,

If some, but less than all, of the parties clect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationst p of their respective p g¢ of participation in the Contract Arca

to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than afl parties clect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein
by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire Interest covered by the expiring lease
or cover only a portion of its area or an interest therein, Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to
the provisions of this agreement, '

The provisions in this Article shall also be applicable to extensions of oil and gas lcases.

C.  Acreage or Cash Contributions:
. receives - .

While this agreement is in force, if eny party /eaatsacts for a contribution of cash towards the drilling of a well or any other
operation on the Coniract Area, such contribution shall be pald to the party who conducted the drilling or other operation and shall be
applied by it against the cost of such drllling or other operation. If the contribution be in the form of acreage, the party to whom the con-

ibuti [ di nment of the acreage, withou anty of title, ¢ Drilling Parties in the proportions
glllbr‘tlﬂgn :s 7‘ detﬂl‘a lnp {gmggls{‘tg}llﬁoane;s i{!gxg rfql;ﬁrftﬁ }g 3: f‘“ corltrtlbw?én :)(’:tualiy a‘?} F&r. g propo
rgvfée 50 er, the res) f° n&ﬁl% ) aL limite }lo orty-e ghtli ) hours in€lusive of Saturdays, Sundays and legal
bankl?ng holidays in the event a vmr s ng on the Contract Area

! -11-

pensation laws in which event the only charge that shall be made to the Joint account shall be as provided in Exhibit “C”, Operator shall
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1 *
2 /-Such ge shall b asep Contract Area and, to the extent possible, be
3 governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any ge or cash contrit
44t may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
5 tlongt rights to eamn © ide the which are In support of a wejl drilled insjde the ontract Area. The right to
-6 ‘Tgé%lsaaen m WMW&'& flog?l‘ttnrned(i% | belong only to Eoce anPes w?lo pnrﬂclputed in u’fioperat ons ‘to dmf the wellrcgrnlng
7 .
8 If any party contracts for any consideration relatingto disposition of such party’s share of sub produced h der, such
9 consideration shall not be deemed a contribution as contemplated in this Article VIILC.
10 .
11 p, Maintenance of Uniform Interests:
12 .
13 For—the—purp of-malntalning—uniformity—ol hip—in—the—oil-and—geilsasshold—int d by thic
14 pacty shall sally sumb . fos-or-make-otherdis ofits} in-thale b d-within-the-C. As :...a i ...,.u
15 i and-production-unless-such-disposition covers.elithes: ’
16 '
17 J—thesntive i ofthe-particin-ali-leases-and H andproduction: or
18
19 2—an-equal-undivided inall leases and ip and-production-in-the Contract Area,
20 :
*h
21 Euw-mﬁ l}-’!mle, encumbrance, transfer o other disposition /made by-any-party shall-be-mad pressly-subjeci-to-thisagreement
22 N
23
4 If, at any time the interest of any party s divided among: and owned by four or mors co-owners, Operator, at its discretion, may

25 require such co-owners to appoint a single trustee or agent with full authority to receive notlces, approve expenditures, receive billings for
and approve and pay such party's share of the Jolnt expenses, and to deal generally with, and with power to bind, the co-owners of such
27 party’s Interest within the scope of the operations embraced in this agrecment; however, all such co-owners shall have the right to enter
28 into and all contracts or ag; for the disposition of their respective shares of the oil and gas produced from the Contract

29 Areaand they shall have the right to recelve, separately, payment of the sale proceeds thereof,
30 .

31 E. Waiver of Rights to Partition:

32

33

If permitted by the laws of the state or states in which the property covered hereby is located, each paity hereto owning an
34 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided
35 interest therein.

37 B Prefarential Right to-Ruschases
39 Should-any—party—desleo—to-soll-all oranpartof its_lnt under—thi or-its-righteand i in—the Contract
y-p B ; g

40 Arsarit-shall-p pth-give-weitha-notice{o-the—oths: paries-with-full inf : { g-Ho-proposed sals-which-shall-include-the
41 Rame-and-add; of-the. P P i} r' b (“A. must-be. .-.a;l,, .:mn: and-able-to. p b )' the. P k. : 4 y and-all oth. te
42 of-the-offerThe-otherpartiss-shall then have sn ontional el Fight,for-a-period-ofion-(10)-dave aftes racaint af the-notice ta. h
14 ¢4 L4 By P Trvady P T P il
43 on-the-same-terme—and-conditions-theint shich-the-ciherpart $o-solliand—if this-entional richt ic ised_the h
PaRY-prop r-ahdy P g¥ rihe-p

44 oo carties shall shase. the puschased-int la-the lons-that the | of:sach-bearstothe tatal int ofall h par.

L i r r L i ol
45 Hee 1 r~thereshall-be n profi lal-sight-to pusch in-those_cacas wh any-pasty_wishes—i e int, obtn
46 dispose-of-its-int bi-mesges, ST lidationr-or-sale-of-all or sub ially-all-of its-aseats-to-a-subsidi O parent-com
47 panyotte-acubsidiarmcofa narant eto-anu inwhich-283-008-party cwns o smalociar of the ctank.

PRy e 14 Py Lan L) 4 Ty &4 oK.

48 )
49 . ARTICLE IX.
50 ‘ ; INTERNAL REVENUE CODE ELECTION
51 : . ]
52 This agreement is not intended to create, and shall not be construed to create, a relati hip of partnership or an lati
53 for profit between or among the parties hereto, Notwithstanding eny provision herein that the rights and liabilities hereunder are several
54 dnd not joint or collective, or that this g| and operations b der shall not constitutc a partnership, if, for federal income tax
55

purposes, thls agreement and the operations hereunder arc’ regarded as a partnership, each perty hereby affected elects to be excluded
56 from the application of all of the provisions of Subchapter “K", Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1986, as per-
57 mitted and suthorized by Sectlon 761 of the Code and the regulations prox"nulgnted thereunder. Operator is authorized and directed to ex-
58 ecute on behalf of cach party hereby affected such evidence of this electi as may be required by the S 'y of the Treasury of the
59 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, ail of the returns, statements,
60 and the data required by Federal Regulations 1.761, Should there be any requirement that each party hereby affected give further
61 evidence of this election, each such party shail exccute such documents and furnish such other evidence as may be required by the
62 Federal Internal Revenue Service or as may be nccessary to evidence this election. No such party shall give any notices or take any other
63 "action inconsistent with the election made hereby, If any present or future income tax laws of the statc or states in which the Contract
64 Area is focated or any future income tax laws of the United States contain provisions similar to those in Subchapter “K”, Chapter 1,
65 Subtitie “A”, of the Internal Revenue Code of 1986, under which an election similar to that provided by Section 761 of the Code is per-
66 mitted, each.party hereby affected shall make such election as may be permitted or required by such Jaws. In making the foregolngiec-

67 tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the

68 . .
gomputation o p;;t %i??'ﬁu'&?iﬁ'%":ﬂ'e"’&'&'{frm Area in which the Interests earned by the parties is not in the same proportions as set
69 forth ible .

e Coniract .‘E’l’..'{f‘ ﬁ‘?:.é;’fﬁ“’ fti’lx‘irﬁé' e")ﬁﬁ'e'iiﬁ’.;‘ﬁ g{f‘&”{n aé‘é‘&wni'e'ﬁ’t’a";ﬁ‘ﬂ'ixﬁf'l;‘a".?.l’&é"fv‘l{‘&'&'.’:'FE%)'.E‘ feelio’ "f“ﬁ‘%’ﬂ?.‘;

1 ective as to th T e§ 1N ritte ceptance of the ferms hereo acquiring par
;lns%eenr :Jv aa.,da EB tﬁe%therl"lrt es. 1n il eevenf t?mn spositllon or ncqursm:onl:) l’:’llerﬂt within the Contract reﬁs‘houﬁl ty

-
o
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~ ARTICLEX. *
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure

does not exceed o twenty-five thqusand . Dollars
[¢3 25,000 ) and if the payment is in complete settiement of such claim or suit, If the amount required for seitlement ex-

ceeds the above amount, the pertics hercto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating In the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hercunder over which such individual has no control because of the rights given

Operator by this agreement, such party shall immediately notify afl other partics, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall givs to all other parties prompt written notice of the forcemajeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they arc affected by the force

majeure, shall be suspending during, but no longer than, the conti of the fo j The affected party shalt use all reasonable
diligence to the force maj ituation as quickly as practicable.
The requirement that any force maj shall be died with all bl

disp shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concerned.

The term “force majeurs”, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, govemmental action, governmental delay, restraint
or inaction, unavailability of equipment, end any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party clalming suspension,

ARTICLE X11,
NOTICES

All ﬁﬁ'ée‘;"f'afﬁﬁc'f z?d.gxg r'etaﬁ r'gtf t:tween the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given In writing by mail or telegram, postage or charges prepaid, or by telex ottelecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given

"when deposited in the mail or with the telegraph company, with postage or charges prepald, or sent by telex ontelecopier. Bach party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XHI1.
TERM OF AGREEMENT

This agreement shall remain in full force and effect 88 to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by eny other party beyond the term of this agreement. '

BE/Optlon No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part
of the Contract Area, whether by production, extension, I, or otherwise.*
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It is agreed, however, that the termination of this 8] shall not relieve any party hereto from any liability which has
accrued or attached prior to the date of such termination.

ffected thereby have b I d
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ARTICLE XIV,

COMPLIANCE WITH LAWS AND REGULATIONS

A.  Laws, Regulations and Orders:

This agreement shall be' subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and ocal laws,
dinances, rules, regulations, and orders.

or-

B. Governing Law:

‘This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
ién;edies. procedures, rights, duties, and Interpretation or construction, shall be govemed and determined by the law of the state in which

CEORN TS vewuonswnwe—

Contract Arca ls located. If the Contract Area is in two or more states, the law of the state of Utah
shall govern. '

16
17 C.  Regulatory Agencles:
18
19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to walve or release any rights,
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
21 under such laws in reference to ofl, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
22 ting or adjacent to the Contract Arca,
23
24 With respect to operations hereunder, Non-Operators agree o release Operator from any and all losses, damages, injurles, claims
25 and causes of action arising out of, Incident to or resulting directly or indircctly from Operator's intery fon or application of rules,
26 rulings, regulations or orders of the Department of Energy or pred or to the extent such interpretation omp-
27 plication was made In good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable;to such Non-
28 Operator's share of production that Op may be required to refund, rebate or pay as a result of such an incorrect ir‘erpretntion or
29 application, together with interest and penaltics thereon owing by Operator a3 a result of such incorrect Interpretation or application.
30
3] . um,_t\r hosi: f\r 1 Prop and-—submit such d. a8 ma;n ba G ired-to-be cub “‘.d 0. ‘h. P"ichﬂﬁel’
32 ALQ.,?L seude-oilsald b 4 OL-to. gn:. oths. F. ‘nf“;l $ to-ths. g 1 of the-“Csuda n:!m“_m‘mt
33 of. IOOA"Y fA6-Same. mn;l be. ded_f& ti to.tims. (“Apf"), and ;ny yalid lati olss—which mu;n beissuad k;: tha T, asusy
34 D p from-time to_ti P to-gald-Act . Each party hezet. g to-furmich any-and-all-cest 3 nmmm
35 whichis-required tobe-fumiched by-said-Act-in-a-timely sadin-cufficisnt-detail to pesmmis pli with-sald-Act.
36
37 ARTICLE XV,
38 OTHER PROVISIONS

L
40
41A BILLING ADDITIONAL INTERESTS.
:: Notwithstanding anything to the contrary contained in this Operating Agreement, the parties agree that in no event shall

44 Operator be required to make more than one billing per.billing period for the entire interest credited to each party in Exhibit A. If
45 any party hereto (the Selling party) disposes of part of the interest credited to it in Exhibit A, it shall remain primarily liable to the
46 other partles for the interest or Interests assigned | and shail make prompt payment to Operator for the entire Rmount of statements
47 and billings rendered to It. Such Selling party shall be solely responsible for billing its assignee or assignees, Ifa Selling party

~ 48 disposes of all of its interest ay set out In Exhibit A, Operator shall continue to Issue statements and billings to the Selling party for the

interest conveyed until such time as Selling party has qualtfied a single assignee (whether the assignment Is to one or several assignees)

51 to recefve the billing for the entire interest, To qualify as assignee to receive and assume primary Hability for the billing for the entire
57 Interest credited to Selling party in Exhibit A , Selling party shall furnish to Operator the following:

53 . )
’ 1 Written notice of the conveyance and coples of the assignments by which the transfer was made;

54 .

55 ) The name and address of the assignee to be billed; and

56 : ’

5 3) A written statement signed by such assignee in which it consents to be bound by the terms ang provisions of the

58 Operating Agreement and agrees to recelve and assume primary liability for statements and billings for the

59 entire interest credited to Selling party together with such party’s agreement to handle any sub-billings made

60 necessary by any division of the interest eredited to Selling party in Exhibit A. l

61 B

62

63 g, OPERATIONS NECESSARY TO MAINTAIN LEASE

64

65 Notwithstanding the provisions of Article VI of this Operating Agreement, if any proposed operations are necessary to

66 malntain in full force and effect either a lease or an agreement to earn an interest in a lease that would otherwise expire within six (6)
67 months, any party that elects not to participate in such operations (the "Non-Consenting Party") shall not be penalized pursuant to
68 Article VLB.2 (a) and (b) of this Operating Agreement, but shall assign all of its right in and te such lease(s) to each party that elects
69 to participate in such operations (the "Consenting Party"), in the proportion that each Consenting Party's interest bears to the total
Interest of all Consenting Parties, all of such Non-Consenting Party's right, title, and interest in and to the acreage covered by the
lease or agreement that otherwise would be lost if such operations are not conducted. Thereafter, such acreage $hall not be subject to
' -14-
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the terms of this Operating Agreement, but shall be deemed to be subject to an operating agreement identical hereto, modified only to
1 refiect the ownership of the Consenting Parties and their respective percentage interests.

-

2

3

4 C PAYMENT OF ROYALTIES

5

6 Operator shall act as paying agent on behalf of Non-Operators for the payment of all royaltles, overriding royalties, and

7 other burdens upon or payable out of production from the Contract Area to the extent that such burdens are in existence as of the
8 effective date of this Operating Agreement (the “Existing Burdens"), and shall submit evidence of each payment to the
Noh-Opento‘rs as soon dfter the date of such payment as is practicable. The amounts of such payments shall be charged by Operator
1w the joint account of the parties. Operator shail diligently attempt to make proper payment, but Operator shall not be liable in
12 damages to Non-Operators for the loss of any lease or interest therein or otherwise if, through mistake or oversight, such payments
13 are not paid or are errﬁneously pald. The Joss of any Jease ar interest therein that results from the fallure to pay or an erroncous
14 payment of any lessor's royalty payable with respect to production from the Contract Area shall be a joint loss borne by the parties in
15 gecordance with the interests shown on Exhibit "A", and there shall be no readjustment of interests in the remalning portion of the
16 Contract Area, If any party secures a new lease covering the terminated interests, such acquisition shall be subject to the provisions
18 of Articie VIILB of this Operltln‘E Agreement. Subject to the provisions of Article IILD hereof, If the interest of any party in any
19 Iease covered by this Operating Agr b bfect to a "Subsequently Created Interest", as that term is defined in Article
20 TILD, the burdened party shall assume and alone bear all such obligations and shall account for, or cause to be accounted for, such
21 interest to the owners thereof. No party shall ever be responsible, on any price basis higher than the price recelved by such party, to
22 any other party's lessor or royalty owner; and if any such other party's lessor or royalty owner should demand and recefve

23 settlements on a higher price basis, the party contributing such lease shall bear the royalty burden insofar as such higher price is
5 concerned.

26
27 p. PAYMENT OF DELAY RENTALS, SHUT-IN ROYALTY, AND MINIMUM ROYALTY
28

1

Operator shail act as the paying agent on behalf of Non-Operators for the payment of all defay rentals, shut-in well
3(1) payments, and minimum royalties that may be required under the terms of the leases and subject evidence of each payment to the
33 other parties, Each party shall notify the others, in writing, at least thirty (30) days prior to the date any rental payment is due In the
33 event that such party elects not to participate in the payment thereof. In the event, any party elects not to participate in a rental
34 payment, and the other parties elect to participate therein, then the part); desiring not to participate shall promptly execute and
35 deliver to the parties desiring to participate in such rentai payment an assignment of such non-participating party’s right, title and
36 Intérelt in and to such lease or leases (but fre:;t any lease burdens and/or c;cumbrmccs placed on such lease or leases by such
v 3 party), and if the assignment is in favor of more than one party the assigned interest shall beowned by the participating partics in the
39 proportions that the interest of each bears to the interest of such non-participating party unless otherwise agreed to in writing,
40 Thereafter, such acreage covered by said assignment shall no longer be subject tothis agreement, but shali be deemed to be subject to

41 an agr t identical to thls agr A chnngeq only to reflect the proper owners, lands covered and ownership percentages. The
42 amount of such plymént, as well as all costs incurred by Operator in making such payments, shall be charged by Operator to the
43 Joint account of the parties and treated In all respects the same as costs incurred in the development ‘nnd operation of the Contract
4“ Area.. Operator shall diligently attempt to make, or cause to be made, proper payment, but shall not be held liable to the other parties
46 In damages for the loss of any lease or interest therein if, through mistake or oversight, any rental, shut-in well payment, or mintmum
47 royalty Is not paid or is erroneously paid. The loss of any lease or interest therein that results from fajlure to pay or an erroneous
48 payment of rental, shut-in well payments, or minimum royalties shall be a joint loss borne by the parties in accordance with the
49 interests shown on Exhibit A", and there shall be no readjustment of interests in the remaining portlon of the Contract Area. If any
50 party secures a new lease covering the terminated interests, such acquisition shall be subject to the provisions of Article VIILB of this
:; Operating Agreement.

:: Operator shall promptly notify each other party hereto of the date on which any gas well located on the Contract Ares is
55 shut-in and the reasons therefor,

56 ’

57

:: E. SEQUENCE OF FURTHER QOPERATIONS

60 Notwithstanding anything to the contrary contained in this Operating Agreement, In the event a well drilled under the
61 terms hereof has achleved the authorized depth or objective formation an the parties participating. in such well cannot agree on the
6

2 sequence and timing of further operations regarding such well, the following elections shall control In the order enumerated below:
63 (1) an election to conduct additional logging, corlng or testing operations;

64

65 (2) an election to attempt to complete the well at the thus authorized depth or objective formation;

:: (3) an election to plug back and attempt to complete the well at & depth above the anthorized depth or objective formation;
68 (4) an election to deepen the well;

69

70 (5) an election to sidetrack the well; and

(6)an ctection to plug the well,

-14-
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It {s provided, however, that if at any time while the participating partles are considering the above elections the hole is in
such a condition that, in the opinion of the Operator (In accordance with the standards of a reasonable and prudent operator), that
the Operator should decline to conduct the operations contemplated by the particular élection for fear of placing the hole in jeopardy '
or losing the hole prior to completing the well at the authorlzed depth or objective formation, such election shall not be given the
priority here in above set forth. In such event, the operation that is Jess likely to jeopardize the condition of the hole, In the opinion of

a majority of interests of the participating parties, will be conducted. If a clear mafority of interests of the partl
MY

-

lelpating partles
cannot agree as to whether or not such operations may jeopardize the hole, then the Operator'y opinion shali prevall.

F. TAXES ON PRODUCTION TAKEN IN KIND OR PURCHASED BY OPERATOR

At and during such time or fimes as any Non-Operator Ig exercising the right to take in kind or separately dispose of such
Non-Operator's proportionate share of the production set forth in Artic!e VLC,, above,
the payment of all production, severance, gatherlng and other taxes imposed upon or wit
such time or times as Operator is purchasing or selling such Non-
Article VI.C. above, Operator shall pay or nr.range for the
upon or with respect to such ﬁruductlon.

such Non-Operator shall pay or arrange for
h respect to such production. At and during
Operator's proportionate share of the productlon as set forth in

payment of all production, severance, gathering and other taxes imposed

G. LIMITATION ON EFFECTIVENESS OF SUBSEQUENTLY
CREATED INTERESTS

If the owner of an interest from whlc;x a subsequentl

y created interest (as defined In Article YILD) is derived fails to pay,
- when due, Its share of expenses chargeable hereunder,

the lien and security Interest granted the other
provisions of Artlcle VILB, shall cover and affect such subsequenti

same as If such subsequently created interest had not been created,

parties hereto under the
y created interest and the rights of the parties hereto shall be the

The owner creating any subsequently created Interest shall indem
clalm or cause of action by the owner of such subse

to the production sttributable to such subsequently

nify and hold the other parties hereto harmless from any
quently created interest arising as a result of such other parties becoming entitled h

acquired interests under the provisions of this agreement,

H. SALE OR ASSIGNMENT OF INTEREST
= = AStNVEAT OF INTEREST

’Af‘he terms, covenants,. provistons, and condltions of this Operating Agreement shall be covena
and leasehold estates Included within the Contract Area and covered
covered hereby shall expressly be made subject to all of the terms,
and any partles so asslgning such Interests in the Contract Area

such assignment shall be binding on any other party hereto until

Rts running with the lands
hereby. Any assignment of an Interest in the Contract Ares
covenants, provisions, and conditions of this Operating Agreement,
shall promptly give notlﬁe of such an sssignment to Operator, No
thirty (30) days after the assigning party shall have {urnished to all

uments evidencing the same. A sale or assignment of interest by any
party wil not relieve or release sich party of its obllgations

conveyance, including, without limitation,
the lease(s) subject hereta.

hereunder which were incurred prior to the effective date of such
payment of all monies due and accounts aceruing out of the development and operatlon of

T L T e e,



L CONFLICT

In the event of a conflict between the provisions of this Article XV

and any other provision of this Operating Agreement, the
provisions of this Artiele XV shall control and prevail,

perations contemplated hereby are found'to be inconsistent with
or contrary to any law, rule, regulation or order, the latter shall be deemed to control a

modlfied accordingly, and as so modifled, to continue In fuli force and effect,
constituted authority having Jurisdiction In- the premises through its proper agen

nd this Agreement shall be regarded as
Operator shall prepare and furnish to any duly

cy or department any and all reports, statements
and information that may be requested when siich reports are required to be filed by Operator,

K INFORMATION - -

Operator shall Inform Non-Operators of its recommendation for driiling, completing, testing, equlpping, Including building of
facllities, In enough time to allow Non-Operators to pravide their input regarding these operations,
course of all operations conducted hereunder, keep Non-Operators fully informed with respect t
partles participating {n the operations Invelved insuch well copies of all dally drilling reports,

and samples of cores and cuttings taken from such weli (to be delivered at the welf in containe

same. If multiple coples of any such material are requested by a participating party, Operator may charge the cost thereof directly
to the requesting party, Non-Operators shall be nottled in sufficient time prior to logging, coring or testing in order to have th

opportunity of having thefr representatlves present. Non-Operators and its duly authorized agents, employees, and representatives,

atsuch party’s sole risk, liabilty and expense, shall haye Access to the derrick floor of each well in w
{n such operations. ’

Operator shall, throughout the
hercto., And shall furnish to an
well logs, State and Federal reports,
rs furnished by the party requesting

hich such party is participating

L. PAYMENT OF TAXES .

To the extent allowed by law, Operator shall Pay or cause to be pald all taxes,
Taxes, owning or which may be payable on production from the Contract Area, wh
tax; provided, however, If at any time any party is taking its nhg\re of production
production, such party shall pay or cause ¢o be paid satd taxes as to such production,

w
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; M. DEFAULT NON-CONSENT PROVISIONS :
) .

3 X

4 If any party (including Operator) fails to pay its share of costs and expenses on or before one hundred and twenty (120)
s days following the date that the payment is due, the Operator (or any Non-Operator if Operator Is the delinquent party) may deliver ‘
6 & written notice of default. If:uch default continues for a period of twenty (20) days following delivery of such notice of default, then
; any party not in default may deliver a Notice of Relinquishment to the defaulting party to the following effect;

9 ) .

10 a, If the default invoives the drilling of a new well or the plugging back, reworking or deepening
11 (including stdetracking) of a well which is to be or has been plugged as & dry hole or for the
12 sldetracking, testing, completion, recompletion or equipping of any well, the defauiting party will be
13 deemed to have elected not to participate in the operation and to be & non-consenting party with
:: respect thereto under Article VI (to the extent of the costs and expenses subsequent to the Notice of
16 Relinquishment), notwlthstanding any election to participate theretofore made, Such non-consenting
17 - . party shall also be deemed to have relinquished to the consenting partles (without right of reversion)
18 Any fnterest which was to be earned by performance of the contemplated or ongoing operation.

19 '

2 b, The defaulting party shall be relieved of the obligation to share further expenses for the operation
u subsequent to the date of the Notice of Relinquishment; however, the delivery of such Notice of
:: Relinquishment to the defaulting party shali not terminate the rights of the non-defaulting party to
2% exercise any other remedy available to them for sueh default including, without limitation, a suit for
25 recovery of the amount In default and for the recovery of consequential damages caused by such
26 default. During the perfod of such default and until such time as a recovery of the amount in default fs
27

obtained by the non-defaulting party, the non-defaulting party may suspend the defanlting party's
28

right to receive well Information, the right fo receive notices of and

to participate In acquisitions
;z within the Contract Area and the right to recelve notices of future operatlons, The non-defaulting
31 party may also suspend the defaulting party's right to access as described in Article XV, O.
;z [ Any interest relinquished pursuant to this Article XV, S., shall be owned by the non-defaulﬂng. party
34 and the non-defaulting party shall assume the defaulting party's share of the ownership and
35 obligations In proportion to their interest,
36
37 d Notwithstanding anything to the contrary contatned in this Article XV, S,, in the event any party
38 hereto disputes In good faith an Invaice or statement that is the subject of a default and nofice has
3 been given pursuant to the provisfons hereof, such party may avoid the Imposition of the remedies for
:(l) such default contatned in the Operating Agreement by pnylng the undisputed amount to the Operator
9 and paying the disputed amount into an Acecount &t a bank requiring the signatures of both such party
43 and the Operator (or, If the Operator is the party in default, a Non-Operator designated by the Non-
44 Operators) In order fo release such funds. Such funds, or portions thereof, shall be released to the
45 ‘party entitled thereof upon the resolution of the issue raised by the objecting party.
46
47
48
49 u BANKRUPTCY
50

- ;; If, followlng the granfing of relief under Bankruptey Code to any party hereto as debtor thereunder, this Operating

3 Agreement should be held to be an executory contract within the meaning of 11 U.8.C. Section 365, then the Operator, or (if the
54 Oﬁerator is the debtor in bnnkriiptcy) any other party, shall be entitled to a determination by debtor or any trustee for debtor within
55 thirty (30) days from the date an order for reliefis entered under the Bankruptey Code as to the rejection or assumption of this

56 Operating Agreement. If this Operating Agreement is assumed by the debtor, the other party shall be entitled to:
57

58 A, 4 prompt cure ofthigebmr's default, R

.59 b. adequate assurances as to the future performance of the ‘debtor's obligations pursuant to this
2? Operating Agreement and .

62 :

63 c. adequate assurances as to the protection of the interest of the ofher party to this Operating
64 . Agreement,

65

66 o CONFIDENTIALITY

67 °

Not withstanding anything contained herein to the contrary, all well information shall be the property of the participating

60 partles yo such operation from which such Information Is derlved. For a period of one (1) year from the date of rig release from such
70 Well, the participating partles agree to keep such Information confidential and the Information shall not be sold, traded, disclosed
described or copled for or by any third party without the unanimous consent of the participating parties during such one (1) year

) -14-
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period. The non-partitlpating parties to such operation shall not be entitled to receive any Information from the non

1 operation and shall not have access to the derrick floor of the drilling rig as previously provided herein,
2

3

~consented

The partles agree that any and all Jolntly acquired proprieta
{neluding but not Umited to, work product derived from such data,; with respect to the Contract Area acquired during the term of this
6 Operating Agreement shall be treated as confldential. During such term, such data shall not be shown,
7 sold to third parties without the prior written consent of all participating parties,
8 apply to information which:
9 .
10 (@) the parties specifically agree to be exciuded from this provision; ‘
11 (@) fsrequired to be furnished by any governmental laws or regulations or governmental agency;
12 3) 15 furnished to lender by a party arranging for financing from such a lender; .
13 @) s available to the publlc
:: s ' : and gas lease subject to the Contract Area;
16 (6) was In the possession of 2 party prior to the proposed acquisition of such Information hereunder,
17
18 With respect to information required to be kept confidential hereunder,

19 information is furnished to agree in writing to malntain such Information confident|
20

ry and trade seismic , geological and geophysical data,

cenveyed, furnished, given or
provided however, that these restrictions shall not

=

{s required to be furnished to Lessors pursuant to the terms and conditlons of an off

¢ach party shall require lenders to whom such

al. Each party shall tale aJ] reasonable steps to

require its authorized agents, employees and representatlves to be bound by the provisions of this Article XV, U., in the same manner

21 it is bound hereunder.

22 )

B, - FINANCING STATEMENT

24 ’ .  —

25 ‘The parties hereto agree to simultancously with the execution of thi

s Operating Agreement execute inrecordable form an

t, said document to be in substantially the form attached
27 hereto as Exhibit “H», Operator shall place of record in the appropriat

¢ county an original of such Memorandum and promptly
provide all non-operators with a copy ofsame. The parties shall have & continuing obligation to execute additional memoranda of the
2 .

Operating Agreement to accurately reflect the then current properties cov
the parties.

26 original Memorandum of ‘Opernung Agreement and Financing Statemen:

ered by such agreement and the eurrent wox;klng interest of

-14-
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ARTICLE XV1.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees
legal representatives, successors and assigns. '

W~ OV bdbWN =

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.

D,

IN WITNESS WHEREOF, this agreement shall be effective as of . day of i 19

— e e
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Attached to and made & part of WM‘FWMMW&MMMF—_

. ACCOUNTING PROCEDURE
JOINT OPERATIONS

L. GENERAL PROVISIONS

Definitions

“Joint ~Property" shall mean the real and personal property subject to the agresment to  which this Accounting Procedure
is attached.

“Joint  Operations* shall” mean all operations necessary or proper for the devel
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the
Operations and which are to be shared by the Parties.

"Operator" shall mean the party designated to conduct the Joint O

“Non-Operators” shall mean the Parties to this agresment other than the Operator. .

"Parties” shall mean Operator and Non-OpcratorS.

pment;  operation, protection  and

Joint

*First Level Supervisors® shall mean those employees whose primary function in Joint Operations i3 the  direct
suporvision of other employees and/or contract labor directly employed on the Joint Property in a field operating
capacity.

“Technical Employees” shall mean those employees  having  special and specific  engineering, geological or
professional skills, and whose primary function in Joint Operations
problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other ble reimbursabl of O

other
is the handling of specific operating  conditions and

¥ rs r‘ et

“Materinl" shall mean p | property, equip or suppli qui ‘orheldforuseontheloint?roperty.

“Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council or Petrol A Societi

Statement and Billings

Operator  shall bill Nen-Operators on or before the last day of each month for their proportionate  share of the Joint
Account for the preceding month, Such bills  will be ied. by st which identify the

authority  for
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and

expense except that items of Controllable Material and  unusual charges and credits  shall be separately identified and
fully described in detail.

Advances and Payments by Non-Operators

A. Unless otherwise provided for in the greement, the Operator may require the Non-Operators  to advancev their
share of estimated cash outlay for the succeeding month's operation within fiResathirty (1530) days after receipt of the
billing or by the first day of the month for which the ad is required, whichever is later. Operator shall adjust
each monthly billing to reflect advances received from the Nori-Opemors.

. B. Each Non-Operator shall pay its proportion of all bills within &fleenthirty (1530) days after receipt. If payment is not made

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Citibank, New York, New York

on the *  first day of the month in which delinquency occurs plus 2% or the
maximum contract rate permitied by the applicable ti'sury laws in the state in which the Joint Property is located,
whichever is the lesser, plus atiorney's fees, court costs, and other costs in ion with the coll
amounts.

of unpaid

Adjustments

Payment of any such bills shall not projudice the right of any Non-Operator to pmtest~ or question the correctness ﬂiexeof;

provided, however, all bills and statements rendered to Non-Operators by ~ Operator  during any calendar year shall

conclusively be presumed to be true and comect afier twenty-four  (24) months following the end of any such calendar

year, unless within the said twenty-four (24) month period a Non-Operator takes  written exception theretos and makes |
claim on Operator for adj No adj fe ble to Operator shall be made unless it is made within the same

prescribed period. The provisions of this paragraph  shall not prevent adjustments resulting  from a physical inventory of
Controliable Material as provided for in Section V.

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's  accounts and  records relating to  the Joint Account for any calendar year within the twenzy-fol;r
(24) month period following the end of such calendar year, provided, however, the making of an audit shall not
extend the time for the taking of written exception to and the adjustments of accounts s provided for in
Paragraph 4 of this Section I Where there are two or more Non-Operators, the Non-Operators shali make
every reasonable effort to conduct a joint audit in a manner which will result in a mini of i
to the Operator. Operator shall bear no portion of the Non-Operators audit cost incurred  under  this

« paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approvel of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

~

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Op is  exp quired under other sections of this
Accounting  Procedure and  if  the agreement  to  which  this  Accounting  Proced is hed i no
contrary  provisions in regard thersto, Operator shall notify all Non-Operstors of the Operator's  proposal, and the

agreement or approval of a majority in interest of the Non-Operators shall be controlling on ail Non-Operators.

IL. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1

Ecologtcal and Envir |

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy

environmental considerations -applicable to the Joint Operations.  Such costs may include surveys

of an ecological or
hasological nature and polluti control proced 83 required by applicable laws and regulations.

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations,

Labor

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of
Joint Operations.

(2)  Salarles of Pirst level Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such

charges are
excluded from the overhead rates.

(4) Salaries and wages of Technical Employees  either ily or per | igned to  and directly

{3 24 1
employed in the operation or the Joint Property if such charges are excluded from the overhead rates.

B. Operators cost of holiday, vacation, sickness and  disability benefits end other customary allowances paid to

employses whose salaries and wages are chargeable to the - Joint Account under Paragraph 3A of this Section II.
Such costs under this Paragraph 3B may be charged on a “when and as paid basis" or by "percentage  assessment*
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I If
percentage assessment Is used, the rate shall be based on the Operator's cost experionce.

C. Expenditurss or contributions  made pursuant  to assessments | d by I authority  which

licable to Op s costs chargeablo to the Joint Account under Paragraphs 3A and 3B of this Section I,

are

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraphs 3A and 3B of this Section IL

Employee Benefits -

Operators  current costs or  established plans for employces’ group life insurance,  hospitalization, pension,  retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the
Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent
most recently recommended by the Council of Petroleum Accountants Societies.
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Material

Material  purchased or furnished by Operator for use on the Joint Property as provided under Section IV, Oanly such
Material shall be purchased for or tansferred to the Joint Property as may be required for immediate use and is

reagonably practical and consistent with efficient and economical operations. The accumulation of surplus  stocks shall be
avolded.

Transportation
Transportation of employses and Material necessary for the Jolnt Operations but subject to the following limitations;

A If Materia! is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be
made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
material is normatly available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

B. If surplus Material is moved to Operator's  warehouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest reliable supply store where like material is normaily
available, or rallway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Account for moving Material to other properties belonging to  Operator, unless agreed to by the

Parties.

C. In the licati of subparagrap A and B above, the option fo equalize or charge actual trucking cost is
available when the actusl charge is $400 or less excluding accessorial charges. The 3400, will be adjusted to the
amount most recently recommended by the Council of Petrol A Societi

Services

The cost of services, and utilities provided by outside sources, except  services excluded by Paragraph

10 of Section Il and Paragraph i, ii, and iil, of Section III.
services of hnijcal I directly

The cost of professional consultant services and contract
gaged on the Joint Property if such éhnrges are  excluded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the
Joint Property shall not be charged to the Joint Account unjess previously agreed to by the Parties,

. Equipment and Facilities Furnished By Operator

A, Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate

with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on gross  inwi less lated  depreciati not to
exceed _twelve percent ( 12 %) per annum. Such rates shall not exceed average commercial

rates currently prevailing in the immediate area of the Joint Property.
B. In lieu of " charges in Paragraph 8A above, Operator may elect to use average commercial rates prevailing in the
immediate area of the Joint Property less 20%. For  automotive equipment, Operator may elect to use rates

published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair  or replacement of Joint l;ropeny made y b of damages or
losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s  gross
negligence or  willful misconduct, Operator  shall furnish Non-Operator written notice of damages or losses incurred as

soon &g practicable after a report thereof has been received by Operator.
Legal Expense

Expense of handling, invéstignting and settling litigation or claims, discharging of liens, payment of judgments and
amounts paid for settlement of claims incumed in or resulting from operations under the agreement or necessary to
protect or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of
outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be
covered by the overhead provisions of Section III unless otherwise agreed to by the Parties, except as  provided
1, Pai’agraph 3.

in Section

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
valorem taxes are based in  whole or in part upon separate valuations of each party's working  interest, then
notwithstanding  anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax value generated by each party's working interest.
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1 12, Insurance

2

3 Net premi paid for i quired to be carmied for the Joint Operations for the protection of the Parties. In the
4 event Joint Operations ere conducted in a state in which Operator may act as selfinsurer for Workers Compensation

5 and/or Bmployers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
6 insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates, '

7 .

LI X Abandonment and Reclamati

9

10 Costs incurred for abandonment of the Joint Property, including costs quired by gover I or other regulatory
1 authority.

12 .

13 14. Communications

14 . .

15 Cost of acquiring, leasing, installing, operating, repairing and maintaining  communication systems, including radic and
16 microwave facilities directly serving the Joint Property. In the event icati facilities/systems  serving the Joint
17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11,

18

19 18, Other Expenditures

20 .

2t Any other expenditure not covered or dealt with in the foregoing provisions of this Section O, or in Section I and which
22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
23 Operations.

24

25

26 L. OVERHEAD
- 27

28, Overhead - Drilling and Producing Operations

29

30 I, As compensation for administrative, supervision, office services and warchousing  costs, Operator  shell  charge
31 drilling and producing operations on either: '

32

3 ( X )Fixed Rate Basis, Paragraph 1A, or

34 ( ) Percentage Basis, Paragraph IB

35

36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
37 salaries or wages plus licable  burd and  exp of all personnel, except those directly chargeable under
38 Paragraph 3A, Section IL The cost and expense of services from outside sources in éonnection with matters of
39 traffic, ing or matters before or involving governmental agencies shall be considered as included in
40 the overhead rates provided for in the sbove selected Paragraph of this Section I unless such cost and expense are
41 agreed to by the Parties as a direct charge to the Joint Account.

42 ’

43 N il. The salaries, wages and Personal Exp of Technicai Employ and/or the cost of professional consultant
44 services and services of technical p | directly employed on the Joint Property:

45

46 { ) shall be covered by the overhead rates, or

47 { X ) shall not be covered by the overhead rates.

48 .

48 ii. The salaries, wages and Personal Exp of Technical Employ andfor costs of professional consultant services
50 and contract services of - technical perfonnel either ily or= per y igned to and directly employed in
31 the operation of the Joint Property: )

2 '

53 ( X ) shall be covered by the overhead rates, or

54 ( ) shall not be covered by the overhead rates.

55

56 A. Overhead - Fixed Rate Basis

57

58 (1)  Operator shall charge the Joint Account at the following rates per well per month;

59

60 Drilling Well Rate § 7300

61 (Proreted for less than a full month)

62 .

63 Producing Well Rats § 730

64

65 (2) Application of Overhead - Fixed Rate Basis shall be as follows;

66

67 (a) Drilling Well Rate

68

69 (1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date
70

the drilling rig, completion rig, or other units used in completion of the well is released, whichever
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1 is later, except that no charge shall be made during suspension of drilling or completion operations
2 for fiftéen (15) or more consecutive calendar days, )
3 .
4 (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5)
5 consecutive work days or more shall be made at the drilling well rate. Such charges shall be
6 applied for the period from date workover operations, with rig or other units used in wofkover,
7 commence through date of rig or other unit release, except that no charge shall be made during
8 suspension of eperations for fifteen (15) or more consecutive calendar days.
9
10 (b) Producing Well Rates
11
12 (1) An active well either produced or Injected into for any portion of the month shall be considered as
13 a one-well charge for the entire month.
14
15 (2) Each active completion in a multi-completed  well in  which production is not commingled down
16 hole shall be considersd as a one-well charge providing each pleti is idered a p
17 well by the governing regulatory authority.
18
19 (3) An inactive gas well shut in b of  overproducti or failure of purchaser to tske (he
20 production shall be idered as a ll charge providing the gas well is directly connected’ to
21 & penmanent sales outlet,
22
23 (4) A one-well charge shall be made for the month in which plugging and abandonment operations
24 are completed on any well. This one-well chirge shall be made whether or not the well has
25 produced except when drilling well rate applies. -
26 .
27 (5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease
28 {lowabls, ferred allowabl , etc.) shall not qualify for an overhead charge.
29 )
30 (3) The well rates shall be adjusted as of the first day of April each year following the -effective date of the
31 agreement to which this A ing Proced is attached The adjustment shall be computed by multiplying
37 the rats cumrently in uss by the p ge i or d in the average weekly eamings of Crude
3 Petroleum and Gas Production Workers for the last calend year pared to the calend year preceding as
34 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published
35 by the United States Department of Labor, Burecau of Labor Statistics, or the equivalent Canadian index as
36 published by Statistics Canada, as epplicable. The adjusted rates shall be the rates currently in use, plus or
37 minus the computed adjustment.
38
39 B.  Overhead - Percentage Basis - *
40
a1 (1) Operator shall charge the Joint Account at the following rates:
42
43 (8) Development
44
45 Percent (___ %) of the cost of development of the Joint Property exclusive of costs
46 provided under Paragraph 10 of Section II and all salvage credits.
47
48 (b) Operating
49
50 Parcent (; %) of the cost of operating the Joint Property exclusive of costs provided
51 under Paragraphs 2 and 10 of Section II, ali salvage credits, the value of injected sub purchased
52 for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the
53 mineral interest in and to the JoInt Property.
54 .
55 (2)  Application of Overhead - Percentage Basis shall be as follows:
36 ¢ '
57 For the pupose of determining charges on a percentage basis under Paragraph 1B of this Section m,
58 dovelopment shall include all costs in connection with drilling, redrilling, deepening, or any  remedial
59 operations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing
60 interval on the Joint Property; also, preliminary  expenditures y in p i for drilling and
6t expenditures incurred in abandoning when the welt is not pleted as & producer, and original cost of
62 i or installat of fixed assets, the expansion of fixed ~assets and any other project clearly
63 discernible as & fixed asset, except Major Comstruction as defined in Paragraph 2 of this Section I, All other
64 costs shall be considered as operating,
65
66 2 Overhead - Major Construction
67
68 To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
69 fixed assets, and eny other project clearly discemnible as a fixed asset quired for the develop and operati of the
70 Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shali charge the Joint
-5
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Account for overhead based on the following rates for any Major Construction project in exc‘sss of § 25,000.00

s

A, 5 % of first $100,000 or total cost if less, plus
B. 3 % of costs In excess of $100,000 but less than $1,000,000, plus
C. 2 % of coats in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component paits of a single

project shall not be treated scparately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resultingv from a single occurrence dus
to oil spill, blowout, explosion, fire, storm, humicane, or other éatastmphes 85 agreed to by the Parties, which are
Recessary to  restore the Joint Property to the equivalent condition that existed prior to the
expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall
for overhead based on the following rates:

event  causing the
charge the Joint Account

A, 5 % of total costs through §100,000; plus

B. 3 % of total costs in excess of $100,000 but Jess than $1,000,000; plus

C. 2 % of total costs in excess of $1,000,000.

Expenditures  subject to the overheads... above  will not be redused by insurance recoveries,

: and no other overhead
provisions of this Section II shall apply.

4, Amendment of Rates

The overhead rates provided for in this Section Il may be amended from time to

time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

v, PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPdSITIONS

Operator is responsible for Joint Account Material and shall make proper  and timely charges and  credits for all Material
movements  affecting the Joint Property.  Operator  shall provide ali  Material for use on the Joint  Property; however, at
Operator's  option, such Material may be supplied by the Non-Operator.  Operator  shall meke timely disposition of idle and/or
surplus  Material, such disposal being meade either through sale o Operator  or Non-Operator, division in kind, or sale o
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in  surplus  condition
A or B Material. The disposal of surplus C llable Material not hased by the Operator shall be agreed to by the Parties,

L Purchases

Material purchased shall be charged at the price paid by Operator after deducti of all di ived. In case of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator. )

2. Transfers and Dispositions

Material fumished to the Joint Property and Material trangferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

A, New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(2) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastern mill
published carload base prices effective &s of date of movement plus transportation cost using the 80,000
pound carload weight besis to the railway receiving point neareit the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound
or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio
and casing from Youngstown, Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transporiation cost fram that mill to the railway receiving point nearest the Joint Property as  provided
above in Paregraph 2.A.(1)@). For transportation cost from points other than Eastern mills, the 30,000
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1 pound Ol Field Haulers Association interstate truck rate shall be used,
2
3 (c) Special end finish tubular g0ods shall be priced at the lowest published  out-of-stock price, fob. Houston,
4 Texss, plus transportation cost, using Oil Field Haulers Association Interstate 30,000 pound truck rate,
5 to the railway receiving point nearest the Joint Property.
]
7 (d) Macaroni tubing (size less than 2 378 inch OD) shall be priced at the lowest published  out-of-stock prices
8 fob. the supplier plus portation costs, using the O Field Haulers  Association interstate truck rate
9 per weight of tubing transferred, to the railway recsiving point nearest the Joint Property.
10
1 - (2) Line Pipe
12 :
13 (8) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
14 more shall be priced under provisions of tubular goods pricing in Paragraph A()8) as provided above.
15 Freight charges shall be calculated from Lorain, Ohio.
16 - ~
17 (b) Line Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30,000
13 pounds shall be priced at Easterm mill published  carload base prices effective as of date of shipment,
19 plus 20 percent, plus transportation costs based on freight rates as set forth under  provisions of tubular
20 goods pricing in Paragraph  A.(1)(a) as provided above, Freight charges shall be calculated  from Lorain,
2] Ohio.
22
23 () Linc pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the point of
24 manufacture &t current new published  prices plus . transportation cost to the railway  receiving  point
25 nearest the Joint Property.
26
27 (d) Line pipe, including fabricated line pipe, drive pipe and  conduit not listed on published price lists shal)
28 be priced at quoted prices plug freight to the railway  receiving point nearest the Joint Property or at
29 prices agreed to by the Parties.
30
31 (3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
32 supply store nearest the Joint Property, or point of facture, plus t portation costs, if applicable, to the
33 railway receiving point nearest the Joint Property.
34 .
35 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current
36 new price, in cffect on date of movement, as listed by a reliable supply store ncarest the Joint Propesty, or
37 point of f , Plus transportation costs, if applicable, to' the railway receiving point nearest the  Joint
38 Property. Unused new tubulars will bs priced as provided above in Paragraph 2.A.(1) and (2),
39
40 B.  Good Used Material (Condition B)
4]
42 Material in sound and serviceable condition and suitable for reuse without reconditioning;
43
44 ) Mamialmovedtothe!ointl’mpeny
45
46 At seventy-five percent (75%) of current new price, as determined by Paragraph A,
4 ’
48 @ Material used on and moved from the Joint Property
49 .
50 ! (8) At seventy-five percent (75%) of cument new price, es determined by Paragraph A, if Material was
51 originally charged to the Joint Account as new Material or
52
53 (®) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was
54 originally charged to the Joint Account as used Material
55
56 (3) Material not used on and moved from the Joint Property
57
58 At seventy-flve percent (75%) of current new price as determined by Paragraph A.
59 X ’
60 The cost of reconditioning, If any, shall be absorbed by the transferring property.
61
62 C.  Other Used Material )
63
64 (1) Condition C
65
66 - Material which is not in sound and serviceable condition and not suitable for its original function unti
67 after reconditioning shall be priced at fifty percent (50%) of current new pricc a5 determined by
68 Paragraph A, The cost of reconditioning shall be charged to the receiving property, provided Condition
69 C valus plus cost of reconditioning does not exceed Condition B value.
70

-7.
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1 (2) Condition D

2

3 Material, excluding junk, no longer suitable for itg original purpose, but usable for some ‘" other purpose
4 shall be priced on a basis commensurate with its = use. Operator  may dispose of Condition D Material
5 under procedures normally usgd by Operator without prior appraval of Non-Operators,

6

2 (8) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
8 of comparable size and weight. Used casing, tubing or drill pips utilized as line pipe shall be
9 priced at used line pips prices. '

o

11 (b) Casing, tubing or drill pipe used as higher pressure  service lines than standard fine pipe, eg.
12 power oll lines, shally be priced under normal  pricing  procedures  for casing, tubing, or dill pipe.
13 Upset tubular goods shal! be\ﬁariced on & non upset basis.

14 . '

15 (3) Condition B

16 )

17 Junk  shall be priced at prevailing  prices.  Operator may dispose of Condition E Material  under
18 procedures normally utilized by Operator without prior approval of Non-Operators.

19 .

20 D.  Obsolete Material

21

22 Material which s servicesble and usable for its original function but condition and/or value of such Material
23 is not equivalent to that which would justify a pricc as provided above may be specially priced as agreed to by
24 the Partles. Such price should result in the Joint Account being charged with the value of the service
25 rendered by such Material.

26 .

27 E.  Pricing Conditions

28

29 (1) Loading or unioading costs mey be charged to the Joint Account at the rate of twenty-five cents  (25¢)
30 per hundred weight on all tubular goods movements, in liey of actual loading or unloading  costy
31 sustained at the stocking point. The above rate shall be adjusted as of the first day of April  each .year
32 following January 1, 1985 by the same p ge or d used to adjust overhead rates in
33 Section III, Paragraph LA.(3). Each year, the rate calculated shall be rounded to the nearest cent and
34 shall bs the rate in effect untit the first day of April next year. ‘Such rate shall be published each year
35 by the Councit of Petroleum A Societi

36 ' .

37 (2) Material involving erection costs shall be charged ot applicable percentage  of the cument knocked-down
38 price of new Materia!.

39

40 3 Premium Prices

41

42 Whenever Material is not readily obtainable at published or listed prices b of national strikes or other
43 unusual causes over which the Operator  has no  control, the Operator may charge the Joint Account for the required
44 Material at the Operstor's actual cost incumred in providing such Materlal, in making it suvitable for use, and in moving it
45 to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
46 Non-Operators for such Material, Each Non-Operator shall have the right, by so electing and notifying  Operator  within
47 ten days after receiving notice from Operator, to fumish in kind all or part of his share of such Material suitable for use
48 and acceptable to Operator.

49

50 4 Warranty of Material Furnished By Operator

51

52 Operator does not wamant the Material furnished. In case of defective  Material, credit shall not be passed to the Joint
53 Account until adjustment has been received by Operator from the manufacturers or their agents,

54 ’

55 o

56 V. INVENTORIES

57

58 The Operator shall maintain detalled records of Controllab} Material.

59

60 1 Periodic Inventories, Notice and Representation

61

62 At reasonable intervals, inventories shall be taken by Operstor of the Joint Account® Controllable Material. Written notice
63 of i ion to take i y shall be given by Operator at Ileast thirty (30) days before any inventory is to begin so that
“64 o Non-Oporators may be representsd when any inventory is taken. Failure of Non-Operators to be represented at an
65 Inventory shall bind Non-Operators to accept the inventory taken by Operator.

o h

67 2 Reconciliation and Adjustment of faventories

68

69 Adjustments to the Joint Account resulting from the iliation of & physi inventory shali be made within six
70 months following the taking of the inventory. Inventory adjustments shall - be mede by Operator to the Joint Account for

|
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

Special inventories may be taken whenever there is any

Property. It shall be the duty of the party sellin
interest takes place. In such cases,

.

4, Expense of Conducting Inventories

A,

both the seller and

The - expense of conducting periodic inventories shall

Parties.

The expense of conducting  special inventories shall be charged to the Parties

g to notify all other Partie

Ky

sale, change of interest, or change of Operator in the . Joint

8 a5 quickly as possible. after the transfer of

the purchaser shall be governed by such inventory. In cases
involving a changs of Operator, all Parties shall be governed by such inventory.

not be charged to the Joint Account unless agreed to

requesting  such inventories,

inventories required dus to change of Operator shall be charged to the Joint Account,

by the

except
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EXHIBIT "D"

During the term of this Agreement, as same may be amended from time to time, Operator shall maintain insurance

covering operations on the Contract Area, as follows:

A Worker's Compensation, including Occupational Disease Insurance and (where applicable) protection for
liability under the Federal Longshoremen's and Harbor Workers' Compensation Act, as amended, including
protection with respect to the extension of this Act under the Outer Continental Shelf Lands Act, in
accordance with the statutory requirements of the state(s) in which all work is to be performed hereunder,
the state(s) in which Operator's employees reside, and the state(s) in which Operator is domiciled.

Employer's Liability Insurance, and where applicable, coverage for liability under the Jones Act, Desth on
the High Seas Act and the General Maritime Law, with limits of not less than $500,000 each person/each
accident and shall cover the location of all work places involved.

B. Comprehensive General Liability insurance with minimum limits of at least $1,000,000 combined single
limit per occurrence for bodily injury and property damage. This policy shall be endorsed to provide
blanket contractual liability, products and completed operations, owner's and contractor's protective
liability, pollution liability, broad form property damage and deletion of the "X", "C", and "U" exclusions.
This policy shall contain a severability of interest clause or a standard cross-liability endorsement, and shail
be endorsed to name Non-operator as an additional named insured.

C. Automobile Public Liability and Property Damage Insurance, including owned, hired, rented or non-owned
automotive equipment, with combined single limit each occurrence of $1,000,000.

Any party hereto may elect to carry its own insurance coverage at its own expense, and be excluded from the coverage

described in B and C above. Such an election may be made by presenting to Operator proof of insurance coverage, or a letter
of self insurance.

As respect to the coverages specified in items A and C above, Operator reserves the right, at its sole option, to elect to maintain
insurance policies providing for retrospective premiums or insurance policies requiring periodic advance premium payments

and Operator's election hereunder may be exercised at any time and from time to time as long as such policies contain the
above specified limits.

As respect to the coverage in item B above, such coverage maintained by Operator for the benefit of the parties not electing
to carry their own insurance has a $100,000. deductible, which may be amended at any time at the discretion of the Operator.
All premiums and expenses of the insurance of the types hereinabove described which is procured, carried, and maintained
~ by Operator, for the benefit of parties not electing to carry their own insurance shall be charged to the Joint Account, including
any refrospective premiums charged to the Operator, for any reasor, at any time, notwithstanding the prior termination of the
agreement to which this Exhibit "D" is attached. Operator may, at its sole discretion, elect not to charge the Joint Account

any retrospective premium without prejudice to its rights to make a contrary election at any time and from time to time
thereafier.

Except for such insurance as is required hereinabove, Operator shall not carry any other insurance for the benefit of the Non-
Operator(s). Each party hereto shall be responsible for insuring their interest in any jointly owned property and for any losses
not covered by the hereinabove described insurance.

Operator shall require all contractors and subcontractors to maintain insurance of types and with limits deemed appropriate
by Operator to the work to be performed.

END OF EXHIBIT “D"
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NOTE; Instructions For Use of Gas Balancing
Agreement MUST be reviewed before finalizing
this document.

EXHIBIT "E"
GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
ORERATING AGREEMENT DATED

1. DEFINITIONS
The following definitions shall apply to this Agreement:

101 "Ari's Length Agreement' shall mesn any gas sales agreement with an  unaffilisted putchaser or any gas sales
agreement with an affiliasted purchaser where the sales price and delivery conditions under such agreement  are
representative  of prices and  delivery conditions  existing under other  similar agreements  in  the area between
unaffiliated parties at the same time for natural gas of comparable quality and quantity.

1.02 "Balagcing Area" shall mean (select one):

- Eifeach well subject to the Operating Ag that prod Ges or is allocated a shere of Gas production. If a
single well is completed in two or more producing intervals, each producing interval from which the Qas
production is not in the wellbore shall be considered a separate well.

J-—all-ofth .d"',,"‘ -I‘J' ot-t0-the-O: i A :
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1.03 “Full Share of Current Production® shall mean the Percentage Interest of cach Party in the Gas eactually produced
- from the Balancing Area during each month. )

1.04 "Gas" shall mean all hydrocarbons produced or producible from the Balancing Area, whether from a well classified
as an oil well or gas well by the regulatory agency having jurisdiction in such matters, which are or may be made
available for sale or separate disposition by the Parties, luding oil, cond and other liguids recovered by
field equipment operated for the joint account. "Gas" does not inchide gas used in joint operations, such .as for fuel,
recycling or reinjection, or which is vented or fost prior to its sale or delivery from the Balancing Area.

1.05 "Makeup Gas* shall mean any Gas taken by an Undetproduced Party from the Balancing Area in excess of its Full
Share of Current Production, whether pursuant to Section 3.3 or Section 4.1 hereof, '

1.06 “Mcf" shall mean one thousand cubic feet. A cubic, foot of Gas shall mean the volume of gas comtained in one cubic
foot of space at a standard pressure base and at a standard temperature base. .

1.07 "MMBtu" shall mean one million British Thermal Units. A British Thermal Unit shall mean the quantity of heat
required to raise one pound avoirdipols of pure water from 58.5 degrees  Fahrenheit to 59.5 degrees Fahrenheit at a
constant pressure of 14.73 pounds per square inch absolute.

1.08 “Operator" shall mean the individual or entity designated under the terms of the Operating  Agreement or, in the
event this Agreement is not ployed in i with an  operating agreement, the individual or entity

designated as the operator of the well(s) located in the Balancing Area,

109 "Overproduced Party" shall mean any Party having taken a greater quantity of Ges from the Balancing Area (han
the Percentage interest of such Party in the cumulative quantity of alt Gas produced from the Bal ing Arca.

1.10 "Overproduction® shall mean the cumulative quantity of Gas taken by a Party in excess of ils Percentage Interest in
the cumulative quantity of all Gas produced from the Balancing Arca.

L11 *Party* shall mean thosc individuals or entities subject to this Agreement, and their respective heirs, successors,
transferees and assigns.

1.12 "Percentage Interest* shall mean the percentage or decimal interest of each Party in the Gas produced from the
Balancing Area pursuant to the Operating Agreement covering the Balancing Area. : )

113 "Royalty" shall mean payments on production of Ges from the Balancing Area to all owners of royaltics, overriding '
royalties, production pay or similar i .

L14 "Underproduced Party", shall mean any Party having taken a lesser quantity of Gas: from the Balancing Area than
the Percentage Interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area. -

115 *Underproduction” shall mean the deficiency between the cumulative quantity of Gas taken by a Party and its
Percentage Interest in the cumulative quantity of all Gas produced from the Bal ing Area,

. D-'WinterReried* shali-mean-the this>-of. in-ene
lendarveat-and-the th{s)-of. inthe di lendarxea
¥ ARG iniilg 'y yoar:
2. BALANCING AREA

2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if each Balancing Arca were covered
by separate but identical ag All  bal I shall be on the basis of Gas taken from the Balancing Area
measured in (AHerantive-1) E-Mefs-or-(Altcrnative 2) X{ MMBtus.

22 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject to one or more
maximum lawful prices, any Gas not subject to price controls shall be considered as produced fiom a single Balancing Area
and Gas subject to each maximum lawful price category shall be considered produced from a separate Balancing Area,

3. RIGHT OF PARTIES TO TAKE GAS

3.1 Each Perty desiring to take Gas will notify the Operator, or cause the Operator to be notified, of the volumes
nominated, the name of the transporting pipeline and the pipeline contract number (if availabie) and meter station relating
to such defivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet all pomination and other

-1-
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is the total of the Percentage Interests of all Underproduced  Parties desiring to take

requirements. Operator Is authorized to deliver the volumes so inated and fimed (if confirmation is required) to the
transporting pipeline in accordance with the terms of this Agreement,

3.2 Each Party shell make a reasonable, good faith effort to take its Full Share of Cument Production each month, to the
extent that such production is required to intain leases in effect, to protect the producing capacity of a well or reservoir, to
preserve correfative rights, or to maintai ofl production

33 When a Party fails for any reason to take its Full Share of Current Production (as such Share may be reduced by the
right of ‘the other Parties to make up for Underproduction as provided herein), the other Parties shall be entitled to take any
Gas which such Party fails to take. To the extent practicable, such Gas shall be made available initially to each Underproduced
Party in the proportion that its Percentage Interest in the Balancing Arca bears to ‘the total Percentage Interests of alj
Underproduced Parties desiring to take such Gas. If all such Gas is not taken by the Underproduced Parties, the portion not
taken shall then be made available to the other Parties in the proportion  that their pective P ge I in the
Balancing Area bear to the total Percedtage Interests of such Parties. .

34 All Gas taken by a Party in accordance with the provisions of this Agreement, regardiess of whether such Party s

derproduced or overproduced, shall be vegarded as Gas taken for its own account with title thereto being in such taking
Party.

3.5 Notwithstanding the provisions of Section 33 hereof, no Overproduced  Party shall be entitied in any month o take any
Gas in excess of three hundred percent  (300%) of its Percentage Interest of the Balancing  Area's then-current Maximum
Monthly  Availability; provided, however, that this limitation shall not apply to the extent that it would preclude production
that is required to maintain leases in effect™ to protect the producing “ capacity of a well or reservolr, to preserve  correlative
rights, or to maintain oil production. “Meximum Monthly Avsilability" shall mean the maximum  average monthly rate of
production at which Gas can be deliversd from the Balancing Area, as determined by the Operator, considering the maximum
cfficient well rate for each well within the Balancing Area, the maximum allowable(s) set by the appropriate regulatory agency,
mode of operation, production facility capabilities and pipeline pregsures. '

3.6 In the event that a Party falls to make arrangements to fake its Full Share of Current  Production required to be
produced to maintain leases in effect, to protect the producing capacity of a well or reservoir, to preserve correlative rights, or
to maintain oil production, the Operator may sell any part of such Party's Full Share of Current  Production that such Party fails
to take for the account of such Party and render to such Party, on a curment basis, the full proceeds of ihe sale,
reasonable  marketing, compression, treating, gathering or transportation costs incurred  directly in connection  with
such Full Share of Current Production. In making the sale contemplated hereln, the Operator  shall
such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its
markets. Any such sale by Operator under the terms  hereof shall be only for such reasonable periods of time as are consistent
with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one
year. Notwithstanding the provisions of Article 34 hereof, Gas sold by Operator for s Party under the provisions hereof  shali
be deemed to be Gas taken for the account of such Party.

4. IN-KIND BALANCING

4.1 Effecﬂveﬂneﬁrstdayofmy calendar month following atleast  fifteen C_15 ) days' prior
written notice to the Operator, any Underproduced Party may begin taking, in- addition to s Full Share of Current
Production and any Makeup Gas taken pursuant to Section 3.3 of this Agreement, a share of current  production  determined
by multiplying __ fifty percent (50 %) of the Full Shares of Current Production of all Overproduced Parties by
a fraction, the numerator of which is the Percentage Interest of such Underproduced Party and

less any
the sale of
be obligated only to obtain

the denominstor of which
Makeup Gas. In no event will an
percent ( 30 __ %) ofits Full Share of Current
artics of the election of an Underproduced

Overproduced Party be required to provide more than fifty

Production for Makeup Gas. The Operator  will promptiy notify all Overproduced P
Party to begin taking Makeup Gas.
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5. STATEMENT OF GAS BALANCES

5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of the volumes of Gas that- each
Party is entitled to receive and the volumes of Gas actually taken or sold for each Party's account. Within forty-five (45) days
after the month of production, the Operator will fumish a statement for . such month showing (1) each Party's Full Share of
Current Production, (2) the total volume of Gas actually taken or sold for each Party’s account, (3) the difference  between
the volume taken by each Paty and that Party's  Full Share of Current  Production, @) the Overproduction  or
Underproduction  of each Party, and (5) other data as recommended by the provisions of . the Council of Petroleum
Accountants  Societies Bulletin No.24, as amended or supplementcd hereafier. Each Party taking Gas will '
the Op any data required by the Op for preparation of the stat required h der.

52 If any Party fails to provide the data required herein for four (4) consecutive production months, the Operator, or
where the Operator has falled to provide data, another Party, may audit the production and Gas sales and transportation
volumes of the non-reporting Party to provide the required data. Such audit shall be conducted only after reasonable’ notice and
Burlng normal business hours in the office of the Party whose records are being  audited. All costs associated with such audit
will be charged to the account of the Party faillng to provide the required data. '

6. PAYMENTS ON PRODUCTION

6.1 Bach Party taking Gas shall pay or cause to be bpaid all production and severance taxes due on all volumes of Gas
actually t;lken by such Party,

&2l {A" $1 1 Entitl ‘) Eack Dm«l °“3H—-p=\y SF—CaUEe—to- _bha :nirl all Dn;mlf; dus Wwith F“PGG‘ o Rgi‘-i“iy'
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to—udom-it is
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3 6218 {Opti 1 Lor—use—o 1y ith-—Seati 82 Alé i 1 —Entitl ) Upon—wiity - of—a PL‘?,
4 takdag—less—than—itoBull—Shase-of -Curent—Production—in —givea—month—{"Cusrent—Und produce)—any—Pasty—taking—more—than
s i“—m——sl‘-““ of - Cutzant Beod; 1 in such m. it ) ;.g:, io. such Cuzrent Liad,; P 4 an
6 sach._maonth -qnl 07 tha R 3 ‘1 P g of . the $ ds ived k:. the—Curtent QO P d for _that : rhi, of
7 the—Cusrent—Underprod —Bull—Share——of  Cussent I ducti taken—by—{he Cunent—O prod —provided,—bh . that
8 suoh—payment—will—not—oxcsed—tle Royalty - p go—thateic {o-—all—Royalti—busd in—the—Balanciag—Asea Ragments
9 made. P to—this—Ssction £21 ‘-‘-'lu» bed d Pay 10—the1lnd. B d d Dnﬂ;l'n 'Dn;- I‘; NS, for. Pup of
10 Sectios-7.5,

11 6.2 {(Alternntive 2 - Sales) Each Party shall pay or cause to be paid Royalty due with respect to Royalty owners to
12 whom it {s accountable based on the volume of Gas actually taken for its account.

i3 63 In the cvent that any governmental authority requires that Royalty payments be made on any other basis than that
14 provided for in this Section 6, each Party agrees to make such Royalty pay dingly, cf g on the effective date

15 required by such governmental authority, and the method provided for herein shall be thereby superseded,

16 7. CASHSETTLEMENTS

17 7.1 Upon the ecarlier of the plugging and asbandonment of the last producing interval in the Balancing Area,
18 of the Operating Apgreement o ahy-—poohing—or—unit-ag; overing * the Balancing Area, or at any time no

19 from the Balancing Area for a period of twelve (12) consecutive months, any Party may give - written notice callin

20 settlement of the Gas production imbalances among the Partics. Such notice shall be given to all Partics in the Balancing Area.

the termination
Gas is taken
g for cash

21 72 Within sixty (60) days after the notice calling for cash settlement under Section 7.1, the Operator will distribute to each

22 Paty a Final Gas Scttlement _ Statement  detailing  the quantity of Overproduction owed by each Overproduced

23 Underproduced Party and identifying the month to which such Overproduction s attributed, pursuant to th
24 set out in Section 7.4.

Party to each
¢ methodology

S B Aliosnative—L——Disact—Basty-to-Pasty—Sottiomunst—Wibla—sioty—(60)—day6—aes-—saceipt—of._tha—FnslGas_Sosiamant
26 S ! #2che0 prod d nu.-oy I Paz—U sach—1nd prad d n.,.-o:, 4:5&.@__‘9_“”“”; the ppiop 3 Sash
27 1 . panied—by Bpiops ag—detail——At—tho— time.of pay tr—the—O produced Pasty i e
28 Op ofthe Gas-imbal e Party's payment.

29 73 (Alternative 2 - Settlement Through Operator) Within sixty (60) days after receipt of the Final Gas Settlement

30 Statement, ecach Overproduced Party will send its cash settlement, accompanied by
31 Operator. The Operator -will distribute the monies so received, along  with . any
32 Overproduced Party, to each Underproduced Party to whom settlement
33 Final Gas Settlement Statement. In the event that any Overproduced Party fails to pay any settlement

appropriate  accounting detail, to the
settlement owed by the Operator as  an
is due within ninety (90) days after issuance of the

due hereunder, the

34 Operator may tum over responsibility for the collection of such setil to the Party to whom it is owed, and the Operator
35 will have no further responsibility with regard to such settlement,

36 :3 1.8 I{\r" 1 For—.use. nn'.v,l Mith—Sactl 23 Alt it be ] S ], Th -‘ f\' ) A“‘,‘ Pp. -o; shall . bagae
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’ 42 14 : (Alternative 1 - Historical Sales Basis) The amount of the cash settlement will be based on
43 reccived by the Overproduced Party under an  Arm's Length Agreement for the Gas taken from time to
44 Overproduced Party in excess of the Overproduced Party's Full Share of Current Production.- Any Makeup Gas

45 Underproduced Party prior to monetary  settlement hereunder will be applied to offset Overproduction
46 order of accrual.

the proceeds
time by the
taken by the

chronologically in the

47 :4 B (Al¢ 4 o Most—-—Racant  Salac hnain) The f _the punk#Ml_hL based. on _the A
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51 théO P di d Dany has P di d lati '.r alof _itc D ! 1; sha of ..the ""“A:lﬁmahl-gx P 4 dfr the
52 Balascing-Area.

53 7.5 The values used for caloulating the cash settlement under Section 74 will include all proceeds received for the sale of the
54 Gas by the Overproduced Party. calculated at the Balancing Area, after deducting any production or severance taxcs paid and any

T < .55 Royalty actually paid by the Overproduced Party to an Underproduced  Party's Royalty owner(s), to the extent
56 amounted to a discharge of said Underproduced  Party's Roya}}y obligation, as well as any
57 treating, gathering or transportation costs incurred directly in connection with the sale of the Overproduction.
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72 teansport-facth d-handle-the-liquid-hyd b d sriorto-sale. ’
73 7.6Il To the extent the Overproduced Party did not sell all Overproduction under an  Arm's Length Agreement, the cash

74 settlement will be based on the weighted average price received by the Overproduced Party for sny gas sold from the
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_conduct such tests; provided, however, that such tests shall be conducted

Balancing Area under Arm's Length  Agreements during the months to which such Overproduction is attributed, In the event
that no sales under Arm's Length  Agreements were made during any such month, the cash settlement for such month will be
based on the spot sales prices published for the applicable geographic area during such month in a mutually acceptable pricing
bulletin,

7.7 Interest compounded at the rate of  zero percent(__ 0 %) per annum or the maximum lawful
ratc of interest applicable to the Balancing Area, whichever is less, will accrue for all amounts due under Section 7.1 beginning
the first day following the date payment is due pursuant to Section 7.3. Such interest shall be borne by the Operator or any
Overproduced  Party in  the proportion  that their respective delays beyond the deadlines set out in Sections 72 and 73
contributed to the accrual of the interest,

78 I lieu of the cash settlement requircd by Section 7.3, an Overproduced Party may deliver to the Underproduced Party
an offer to settle its Overproduction in-kind and at such rates, quantities, times and sources as may be agreed wpon by the
Underproduced Party, If the Parties are unable to agree upon the manner in which such Inkind setflement gas will be
furnished within sixty (60) days after the Overproduced Party's offer to settle in kind, which period may be extended by
agreement of said Parties, the Overproduced Party shall make a cash settlement as provided in Section 7.3. The making of an

inkind setilement offer under this Section 7.8 will not deiay the accrual of interest on the cash settlement should, the Parties
fail to reach agreement on an in-kind settlement,
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8. TESTING

Notwithstanding any provision of this Agreement to the contrary, any Party shall have the right, from time to time, to
produce and take up to one hundred percent (100%) of a well's entire Gas stream to mect the reasonable deliverability test(s)
required by such Party's Gas purchaser, and the tight to take any Makeup Gas shall be subordinate to the right of any Party to

in accordance with prudent operating practices only

after __ thirty ( 30 ) days' prior written notice to the Operator and shall last no longer than
seventy-two ( 72 ) hours. ’

9. OPERATING COSTS

Nothing in this Agreement shall change or affect any Party's obligation to pay its proportionate share of all costs and
lisbitities incurred in operations on or in conncction with the Balancing. Area, as its share thereof is set forth in the Operating
Agreement, irrespective of whether any Party is at any time selling and using Gas or whether such sales or
proportion to its Percentage Interest in the Balancing Area.

10. LIQUIDS '

The Partics shall share proportionately in‘and own all liquid hydro;mbons recovered with Gas by
for the joint account in accordance with their Per ge in the Balancing Arca.
11. AUDIT RIGHTS '

Notwithstanding  any provision in this Agreement or any other agreement between the Parties  hereto, and  further
notwithstanding any termination or llation of this Ag t, for a period of two (2) years from the end of the calendar
year in which any information to be furnished under Section 5 or 7 hereof is supplied, any Party shall have the right 10 audit
the records of any other Party  regarding quantity, including but not limited to information regarding  Btu-content,
Any Underproduced Party shall have the right for a period of two (2) years from the end of the calendar year in which any
cash settlement is received pursuant to Section 7 to audit the  records of any Overproduced Party as to all matters  concerning
values, including but not Hmited to information regarding prices and disposition of Qas from the Balancing Area. Any such
audit shall be conducted at the expense of the Party or Partics desiting such audit, and shall be conducted, after bl

use are in

field equipment operated

maintain records as to the volumes and prices of Gas sold each month and the volumes of Gas used in its own operations,
along with the Royalty peid on any such Gas used by a Party in its own operations. The audit rights provided for in this
Section 11 shall be in addition to those provided for in Section 5.2 of this Agreement.

12. MISCELLANEOUS

Operating Agresment, the, provisions of this Agreement shall govern,

12.2 Each Party agrees to defend, indemnify and hold harmiess all other Parties from. and against any end all lisbility for
any claims, which may be asserted by any third party which now or hereafter stands in a contractual relationship with such
indemnifying Party and which arise out of the operation of this Agreement or any activities of such indemnifying Party under
the provisions of. this Agreement, and does further agrec to save the other Parties harmless from all judgments or damages
sustained and costs incurred in connection therewith,

12.3 Bxcept as  otherwise provided in this Agreement, Operator  is authorized to administer the provisions of this
Agreement, but shall have no liability to the other Perties for losses sustained or liability incurred which  arise out of or in
connection with the performance of Operator's  duties hereunder, except such as may result from Operator's  gross negligence or

willfal misconduct. Operator shall not be lisble to any Underproduced Party for the failure of any Overproduced Party, (other
than Operator) to pay any amounts owed pursuant to the terms hereof,

effect 8§ to the Balancing Area, and thereafier untii the Gas accounts between the Parties are settled in full, and shall inure to
the benefit of and be binding upon the Parties hereto, and  their pecti heirs,

, legal representatives
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and assigns, if any. The Parties hereto agree to give notice of the existence of this Agreement to any successor in interest of
any such Paty and to provide that any such successor shall be bound by this Agreement, and shall further meke any transfer of -
any interest subject to the Operating Agresment, or any part thereof, also subject to the terms of this Agreement.

12.5 Unless the context clearly indicates otherwise, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine. . :

12.6 In the event that any “Optional provision of this Agreement is not adopted by the Parties to this Agreement by a
typed, printed or handwritten indication, such provision shall not form a part of this Agreement, and no inference shall be
made~ concerning the Intent of the Parties in such event. In the cvent that any “Alternative" provision of this Agreement is not
so adopted by the Parties, Alternative 1 in each such i shall be d d to have been adopted by the Parties as a result
of an‘y such omission. In those cases where it is indicated that an Optional provision may be used only if a specific Alternative
is selected: (i) an election to include said Optional provision shali not be effective unless the Alternative in question is selected;
and (i) the eclection to include said Optional provision must be expressly indicated hereon, it being  understood that the
selection of an Alternative either expressly or by default as provided herein shall not, in and of itself, constitute an election to

lude an iated Optional provision.

12.7 This Agreement shall bind the Parties in accordance with the provisions hereof, and nothing herein shall be construed
or interpreted as creating any rights in any person or entity not a signatory hereto, or as being a stipulation in favor of any
such person or entity.

12.8 If contemporaneously with this Agreement becoming effective, or thereafter, any Party requests that any other Pariy

an appropriate d or notice of this Agreement in order to give third partics notice of record of same and
submits same for execution in recordable form, such memorandum or notice shall be duly exccuted by the Paity to which such
request is made and delivered promptly thereafter to the Party meking the request. Upon receipt, the Party making the request

shall cause the memorandum or notice to be duly recorded in the appropriate real property or other records affecting the
Balancing Area.

12.9-In—the..auent_ Int: l— Revenus. S H 1ati,

rsaui 4—.uni thod. f H taxabl in bu.__all
) putiag ¥
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14, neofar.a ma-telata. 5. thod 4
such - sa to-to-sals $ax p SEE SECTION 14.2 BELOW

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subject to the provisions of Sections 13.2 (if elected) and 13,3 hereof, and notwithstanding anything in this Agreement
or in the Operating Agreement to the contrary, if any Party assigns (including any sale, exchange or other transfer) any of its
working interest in the Balancing Area when such Party is an Underproduced or Overproduced Party,
act of transfer shall, insofar as the Parties hereto arc concerned, include all interest of the assigning or
Gas, all rights to receive or obliga'tions to provide or take Makeup Gas and all rights to receive or obligations to make any
monetary payment which may ultimately be due hereunder, as applicable, Operator and each of the other Parties "hereto shall
thereafter treat the assignment accordingly, and the aséign‘mg or transferring Party shall look solely to its assignee or other
transferee for eny interest in the Gas or monetary payment that such Party may have or to which it ma& be entitled, and shall
cause its assigneo or other transferee to its obligations hereunder.

the assignment or other
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133 The provisions of this Section 13 shail not be applicable in the event any Party mortgages its interest or disposes of its
interest by merger, reorganization, consolidation or sale of substantially .all of jts assets to a subsidiary
any company in which any parent or subsidiary of such Party owns a majority of the stock of such company.

14. OTHER PROVISIONS

14.1 By the signing of the Operating Agreement to which this Exhibit “E” i attached, it is the intent of each party of the signatory parties
hereto, to be bound by the terms and provisions of this Gas Balancing Agreement, -

14.2 In accordance with IRS Regulation Section 1.761-2 (d) (2) (1), alt Parties agree to use the lative ga balancing thod as
described in Internal Revenue Service Regulation Section 1,761-2 (d) (3) to compute and report taxable income.

14.3 In the event there is nay conflict between the provisions of the Operating Agreement and the provisios of this Gas Balancing Agreement
attached as Exhibit “E” thereto, the provislons of this Gas Balancing Agreement shall control and prevail,

14.4 This Gas Balancing Agreement shall cover the leases set forth in Exhibit “B* to the Operating Agreement,

or parent company, or to
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1 15. €OUNTERPARTS i

2 This Agreement may be excouted In counterparts, each of which when taken with all other counterparts shall constitute
3 a binding agreement between the Parties hereto; provided, however, that if a Party or Parties owning a Percentage Interest in
4 the Balancing Arca equel to or greater than a percent %) therein fail(s) to execute this
5 Agreement on or before  this Agreement shall not be binding upon any Party and shali be of
6 no further force and effect. .
7 IN WITNESS WHEREOF, this Agreement shall be effective as of the day of )
8
9 -

10 ATTEST OR WITNESS: OPERATOR

11

12 i BY:

13

14 ’ - Type or print name

15 Title

16 Date

17 Tax ID or S.8. No.

18

19 NON-OPERATORS

20

21 BY:

22

23 Type or print name

24 Title

25 Date

2 Tax ID or §.5. No,

27

28

29 BY:

30

31 Type or print,name

32 Title

33 . Date

34 TaxID or S.S. No.

35

36 .

37

38

39

40

41

1
42
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1 ACKNOWLEDGMENTS

2 Note: The following forms of ack led are the short forms approved by the Uniform Law on Notarial Acts, The

3 validity and effect of these forms in any state will depend upon the statutes of that state.

5 Individual acknowledgment;

6 State of ) ,
7 ' } ss.

8 County of )

9 This instrument was acknowledged before me on

10 by

12 (Seal, if any)

13 _ Title (and Rank)

14 My ission expires:
15

16 Acknowled, in ive ity:

17 State of ! ) .
18 . ) ss.
19 County of )

20 - Thisi was acknowledged before me on

2 by

22 of

23 (Seal, ifany)

24 Title (and Rank)

25 My commission expires;

26

27

28

29,

30

31



' EXHIBIT “F*
ATTACHED TO AND MADE A PART OF THAT CERTAIN JOINT OPERATING AGREEMENT DATED
FEBRUARY 14,2001, AND ATTACHED AS EXHIBIT “I' TO THAT CERTAIN EXPLORATION
AGREEMENT BY AND BETWEEN COASTAL OIL & GAS CORPORATION, AS OPERATOR, AND
ARMSTRONG RESOURCES, LLC AND MILLER, DYER & COMPANY, LLC, AS NON.OPERATORS.
EQUAL EMPLOYMENT OPPORTUNITY PROVISION

If this is attached to an Operating Agreement, the term Contractor shall refer to the Operator therelinder. If this is
attached to a Farmin or Farmout Agreement the term Contractor shall refer to the Farmee thereunder.,

A, Equal Opportunity Clause (41 CFR 60-1.4)

During the performance of this Agreement, Contractor agrees as follows:

1) Contractor will not discriminate against any employee or applicant for employment because of
race, color, religion, sex or national origin. Contractor will take affirmative action to ensure that
applicants are employed, and that employees are treated during employment without regard to
their race, color, religion, sex or national origin. Such action shall include, but not be limited to
the following: employment, upgrading, demotion, or transfer, recruitment or recruitment
advertising; layoff or termination; rates of pay or other forms of compensation; and selection for
training including apprenticeship. Contractor agrees to post in conspicuous places, available to
employees and applicants for employment, notices setting forth the provisions of this non-
discrimination clause.

@) Contractor will, in all solicitations or advertisements for employees places by or on behalf of
Contractor, state that all qualified applicants will receive consideration for employment without
regard to race, color, religion, sex or national origin.

3) Contractor will send to each labor union or representative or workers with which Contractor has a
collective bargaining agreement or other contract or understanding, a notice advising the labor
union or workers' representatives of Contractor's commitments under Section .202 of Executive
Order 11246 of September 24, 1965, and shall post copies of the notice in conspicuous places
available to employees and applicants for employment.

(0] Contractor will comply with all provisions of Executive Order 11246 of September 24, 1965, and
of the rules, regulations, and relevant orders of the Secretary of Labor.

(5) Contractor will furnish all information and reports required by Executive Order 11246 of
September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or
pursuant thereto, and will permit access to his books, records, and accounts by the Secretary of
Labor and his representatives for purposes of investigation to ascertain compliance with such
rules, regulations, and orders.

(6) In the event of Contractor's non-compliance with the non-discrimination clauses of this Agreement
or with any of the such rules, regulations, or orders, this Agreement may be cancelled, terminated
or suspended in whole or in part and Contractor may be declared ineligible for further Government
contracts in accordance with procedures authorized in Executive Order 11246 of September 24,
1965, or by rule, regulation, or order of the Secretary of Labor, or as otherwise provided by Jaw.

(©))] Contractor will include the provisions of paragraphs. (1) through (7) in every subcontract or
purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued
pursuant to Section 204 of Executive Order 11246 of September 24, 1965, so that such provisions
will be binding upon each subcontractor or vendor. Contractor will take such action with respect
to any subcontract or purchase grder as the contracting aggncy may direct as a means of enforcing
such provisions, including the sanctions for non-compliance; provided, however, that in the event

- L Contractor becomes involved in, or is threatened with, litigation with a subcontractor or vendor as
a result of such direction by the contracting agency, Contractor may request the United Sates to
enter into such litigation to protect the interests of the United States.

B, Employee Information Reports(41 CFR 601 )
Operator acknowledges that it may be required to file Standard Form 100 (EEO-1) promulgated jointly by
the Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and Plans for .
Progress with Joint Reporting Committee, Federal Depot, Jeffersonville, Indiana, within 30 days of the date -
of contract award if such report has not been filed for the current year and otherwise comply with or file
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such other compliance. repérts as may be required under Executive Order 11246, as amended, and Rules
and Regulations adopted thereunder.

Affirmative Action Programs (41 CFR 60-1 40)

Operator further acknowledges that Operator may be required to develop a written affirmative action
compliance program as required by the Rules and Regulations approved by the Secretary of Labor under
authority of Executive Order 11246 and supply Company with a copy of such program if so requests,

Certification of Nonsegregated Facilities (41 CFR 60-1 .8)

Contractor certifies that it does not maintain or provide for its employees any segregated facilities at any of
its establishments, and that it does not permit its employees to perform their services at any location, under
its control, where segregated facilities are maintained, Contractor agrees that a breach of this certification
is a violation of the Equal Opportunity clause in this Agreement. As used in this certification, the term
"segregated facilities” means, any waiting room, work areas, rest rooms and wash rooms, restaurants and
other eating areas, time clocks, locker rooms and other storage or dressing areas, parking lots, drinking
fountains, recreation or entertainment areas, transportation, and housing facilities provided for employees
which are segregated by explicit directive or are in fact segregated on the basis of race, color, religion, or
national origin, because of habit, local custom, or otherwise. Contractor's policies and practices must
assure appropriate physical facilities to both sexes. It further agrees that (except where Operator has
obtained identical certifications from proposed contractors and subcontractors for specific time periods) it
will obtain identical certifications from proposed contractors and subcontractors prior to the award of
contracts or subcontracts exceeding $10,000 which are not exempt from the provisions of the Equal
Opportunity clause; that it will retain such certifications in its files; and that it will forward the following
notice to such proposed contractors and subcontractors (except where the proposed contractors or
subcontractors have submitted identical certifications for specific time periods): NOTICE TO
PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF
NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities as required by the May 21,
1968, order on Elimination of Segregated Facilities by the Secretary of Labor (33 Fed.Reg.7804, May 28,
1968) must be submitted prior to the award of a contract or subcontract exceeding $10,000 which is not
exempt from the provisions of the Equal Opportunity clause. The certification may be submitted ejther for
each contract and subcontract or for all contracts and subcontracts during a period (i.e., quarterly,

semiannually, or annually). (Note: The penalty for making false statement in offers is prescribed in 18
U.S.C.1001.)

Listing of Employment Openings (41 CFR 50-250)

Contractor agrees to comply with the rules and regulations of the Department of Labor concerning the
listing of employment openings, including the contract clause set forth in 41 CFR 50-250.2, which clause is

incorporated herein by reference. Operator also agrees to place the foregoing provision in any subcontract
directly under this Agreement,

~ -

Employment of Handicapped Individuals

In employing persons to carry out this Agreement, Contractor will take affirmative action to employ and
advance in employment qualified handicapped individuals as defined in Section 7(6) of the Federal
Rehabilitation Act of 1973.

END OF EXHIBIT “F”
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EXHIBIT “F”

EQUAL EMPLOYMENT OPPORTUNITY PROVISION :

If this is attached to an Operating Agreement, the term Contractor shall refer to the Operator therelinder. If this is
attached to a Farmin or Farmout Agreement the term Contractor shall refer to the Farmee thereunder.

A, Equal Opportunity Clause (41 CFR 60-1.4)

During the performance of this Agreement, Contractor agrees as follows;

M

@

@

@
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Contractor will not discriminate against any employee or applicant for employment because of
race, color, religion, sex or national origin. Contractor will take affirmative action to ensure that
applicants are employed, and that employees are treated during employment without regard to
their race, color, religion, sex or national origin. Such action shall include, but not be limited to
the following: employment, upgrading, demotion, or transfer, recruitment or recruitment
advertising; layoff or termination; rates of pay or other forms of compensation; and selection for
training including apprenticeship. Contractor agrees to post in conspicuous places, available to

employees and applicants for employment, notices setting forth the provisions of this non-
discrimination clause.

Contractor will, in all solicitations or advertisements for employees places by or on behalf of
Contractor, state that all qualified applicants will receive consideration for employment without
regard to race, color, religion, sex or national origin.

Contractor will send to each labor union or representative or workers with which Contractor has a
collective bargaining agreement or other contract or understanding, a notice advising the labor
unjon or workers' representatives of Contractor's commitments under Section .202 of Executive
Order 11246 of September 24, 1965, and shall post copies of the notice in conspicuous places
available to employees and applicants for employment,

Contractor will comply with all provisions of Executive Order 11246 of September 24, 1965, and
of the rules, regulations, and relevant orders of the Secretary of Labor.

Contractor will furnish all information and reports required by Executive Order 11246 of
September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or
pursuant thereto, and will permit access to his books, records, and accounts by the Secretary of
Labor and his representatives for purposes of investigation to ascertain compliance with such
rules, regulations, and orders.

In the event of Contractor's non-compliance with the non-discrimination clauses of this Agreement
or with any of the such rules, regulations, or orders, this Agreement may be cancelled, terminated
or suspended in whole or in part and Contractor may be declared ineligible for further Government
contracts in accordance with procedures authorized in Executive Order 11246 of September 24,
1965, or by rule, regulation, or order of the Secretary of Labor, or as otherwise provided by law.

Contractor will include the provisions of paragraphs (1) through (7) in every subcontract or
purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued
pursuant to Section 204 of Executive Order 11246 of September 24, 1965, so that such provisions
will be binding upon each subcontractor or vendor. Contractor will take such action with respect
to any subcontract or purchase order as the contracting agency may direct as a means of enforcing
such provisions, including the sanctions for non-compliance; provided, however, that in the event
Contractor becomes involved in, or is threatened with, litigation with a subcontractor or vendor as
a result of such direction by the contracting agency, Contractor may request the United Sates to
enter into such litigation to protect the interests of the United States.

B. Employee Information Reports(41 CFR 601 )]

Operator acknowledges that it may be required to file Standard Form 100 (EEO-1) promulgated jointly by
the Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and Plans for .
Progress with Joint Reporting Committee, Federal Depot, Jeffersonville, Indiana, within 30 days of the date
of contract award if such report has not been filed for the current year and otherwise comply with or file
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such other compliance reports as may be required under Executive Order 11246, as amended, and Rules
and Regulations adopted thereunder.

,

Affirmative Action Programs (41 CFR 60-1.40)

Operator further acknowledges that Operator may be required to develop a written affirmative action
compliance program as required by the Rules and Regulations approved by the Secretary of Labor under
authority of Executive Order 11246 and supply Company with a copy of such program if so requests.

Certification of Nonsegregated Facilities (41 CFR 60-1.8)

Contractor certifies that it does not maintain or provide for its employees any segregated facilities at any of
its establishments, and that it does not permit its employees to perform their services at any location, under
its control, where segregated facilities are maintained. Contractor agrees that a breach of this certification
is a violation of the Equal Opportunity clause in this Agreement. As used in this certification, the term
“segregated facilities" means, any waiting room, work areas, rest rooms and wash rooms, restaurants and
other eating areas, time clocks, lockeF rooms and other storage or dressing areas, parking lots, drinking
fountains, recreation or entertainment areas, fransportation, and housing facilities provided for employees
which are segregated by explicit directive or are in fact segregated on the basis of race, color, religion, or
national origin, because of habit, local custom, or otherwise, Contractor’s policies and practices must
assure appropriate physical facilities to both sexes. It further agrees that (except where Operator has
obtained identical certifications from proposed contractors and subcontractors for specific time periods) it
will obtain identical certifications from proposed contractors and subcontractors prior to the award of
contracts or subcontracts exceeding $10,000 which are not exempt from the provisions of the Equal
Opportunity clause; that it will retain such certifications in its files; and that it will forward the following
notice to such proposed contractors and subcontractors (except where the proposed contractors or
subcontractors have submitted identical certifications for specific time periods): NOTICE TO
PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF
NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities as required by the May 21,
1968, order on Elimination of Segregated Facilities by the Secretary of Labor (33 Fed.Reg.7804, May 28,
1968) must be submitted prior to the award of a contract or subcontract exceeding $10,000 which is not
exempt from the provisions of the Equal Opportunity clause. The certification may be submitted either for
each contract and subcontract or for all contracts and subcontracts during a period (i.e., quarterly,
semiannually, or annually). (Note: The penalty for making false statement in offers is prescribed in 18
U.S.C.1001.)

Listing of Employment Openings (41 CFR 50-250)

Contractor agrees to comply with the rules and regulations of the Department of Labor concerning the
listing of employment openings, including the contract clause set forth in 41 CFR 50-250.2, which clause is
incorporated herein by reference. Operator also agrees to place the foregoing provision in any subcontract

directly under this Agreement.

Employment of Handicapped Individuals

In employing persons to carry out this Agreement, Contractor will take affirmative action to employ and
advance in employment qualified handicapped individuals as defined in Section 7(6) of the Federal
Rehabilitation Act of 1973.

END OF EXHIBIT “F”
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CERTIFICATE OF MAILING

I hereby certify that I caused a true and correct copy of the foregoing “Findings of Fact,
Conclusions of Law, and Order” for Forced Pooling in Docket No. 2001-021, Cause No. 247-01
to be mailed with postage prepaid, this 94k day of November, 2001, to the following:

Phillip Wm. Lear
SNELL & WILMER

Attorneys for El Paso Prod. Oil & Gas Co.

15 West South Temple Street, Suite 1200
Gateway Tower West
Salt Lake City, UT 84101

Thomas A. Mitchell

Assistant Attorney General

160 East 300 South, Sth Floor
P.O. Box 140857

Salt Lake City, UT 84114-0857

Kurt E. Seel

Assistant Attorney General

160 East 300 South, 5th Floor
P.O. Box 140857

Salt Lake City, UT 84114-0857

John R. Baza, Associate Director
Utah Division of Oil, Gas and Mining
1594 West North Temple, Suite 1210
P.O. Box 145801

Salt Lake City, UT 84114-5801
(Hand Delivered)

El Paso Production Oil & Gas Company
Attn: James E. Cole

El Paso Tower

Nine Greenway Plaza

Houston, TX 77046

Dusty M. Sanderson
Oil and Gas Properties
6405 Kingsbury
Amarillo, TX 79109
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Mark B. Oberhansley
HC 66

P.O.Box 45

Neola, UT 84053

Steven A. Malnar
Zions Bank Building
Roosevelt, UT 84066

Chris H. Denver

Ute Distribution Corporation
P. O. Box 696

Roosevelt, UT 84066

Becky Jo Gebhart Jackson
P. O. Box 477
Vernal, UT 84078

James R. Blackmon
P. O. Box 8072
Horseshoe Bay, TX 78657

Bureau of Indian Affairs
Uintah & Ouray Reservation
Attn: David L. Allison

P. 0. Box 130

988 South 7500 East

Fort Duchesne, UT 84026

Ute Indian Tribe

Energy & Minerals Department
Attn: Ferron Secakuku

P. 0. Box 70

Fort Duchesne, UT 84026



United States of America
Bureau of Land Management
Utah State Office

Attn: Robert A. Henricks

304 South State Street, Suite 300
Salt Lake City, UT 84111

United States of America
Bureau of Land Management
Vernal Field Office

Attn: Gerald E. Kenczka

170 South 500 East

Vernal, UT 84078

Carolyn C. Head
913 Eton Way
Sunnyvale, CA 94087

James W. Sparks
4600 Island Drive
Midland, TX 79707

C.D. LaSusa
P. O. Box 1808
Corsicana, TX 75151

Jerry L. Hooper
P. O. Box 509
Socorro, NM 87801

Jesse Lewis Cheney
2382 St. Marys Drive
Salt Lake City, UT 84108

Charles R. Tierce
3116 Auburn Pl.
Midland, TX 79705

Jo Anne Highsmith,
aka Jo Ann Highsmith
One Shore Court
Oswego, IL 60543
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Catherine S. Hatch

c/o Stephen B. Stringham
269 West 300 South
Vernal, UT 84078

John E. Hansen
P. 0. Box 232
Kerrville, TX 78029

Coastal Oil & Gas Resources, Inc.
Nine Greenway Plaza
Houston, TX 77046

Nedene S. Jacobsen Family Trust
15587 Meadowbrook
Chesterfield, MO 63017

Covey Minerals, Inc.
2079 East Sierra Ridge Court
Salt Lake City, UT 84109

Kale R. Webster
P. O. Box 61227
San Angelo, TX 76906

David J. Callister and Jennifer Callister,
or their successors as Trustees of the
David and Jennifer Callister Family Trust
2409 Arnett Drive

Salt Lake City, UT 84109

Karl Wallace
1035 East 5625 South
Ogden, UT 84405

Diana C. Peterson
1078 Oak Hills Way
Salt Lake City, UT 84108

Loma Stringham, Trustee of the
Stephen B. Stringham Family Trust
c/o Stephen B. Stringham

269 West 300 South

Vemal, UT 84078



Dorothy Stringham Searle Memorial Trust
c/o Paul Searle

956 South 500 West

Vernal, UT 84078

Mark A. Chapman
P. O. Box 450
Sealy, TX 77474

Dr. Jess C. Cheney
338 East Shamrock Drive
Murray, UT 84107

Paul G. Stringham
831 Clubhouse Way
Saint George, UT 84770-5719

Duane J. Magee, aka Duane Magee
Main Street
Hospers, IA 51238

William D. Callister, Jr.
2415 Neffs Lane
Salt Lake City, UT 84109

Petroglyph Operating Company
aka Petroglyph Gas Partners, L.P.
aka Petroglyph Energy, Inc.

410 17th Street, Suite 1230
Denver, CO 80202

Wells Fargo Bank, Trustee (Undeliverable)
Thomas E. Jeremy Family Trust

Attn: Trust Department

175 South Main Street

Salt Lake City, UT 84111

Ronald E. Slover
3614 Royal Road
Amarillo, TX 79109

Earl Ray West

3107 Metz Drive
Midland, TX 79705
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Wesley Chalfant
P.0.Box 3123
Midland, TX 79702

Florence N. Streeper Family Trust
1350 Delphic Way
Pocatello, ID 83201

Sharon Eskelson Boren
P. 0. Box 477
Vernal, UT 84078

Forest Oil Corporation
1600 Broadway, Suite 2200
Denver, CO 80202

Stanley J. Callister
2437 East 3510 South
Salt Lake City, UT 84109

George G. Staley
500 West Illinois Avenue, Suite 100
Midland, TX 79701

Stephen B. Stringham, Trustee of the
Loma Stringham Family Trust

269 West 300 South

Vernal, UT 84078

Genevieve J. Callister
2415 Neffs Lane
Salt Lake City, UT 84109

T. B. O’Brien
2 Lazy Wood Lane
Midland, TX 79705

H. James Gordon, as Trustee FBO the
Rose Anne C. Gordon Testamentary Trust
544 Linden Avenue

Rexburg, ID 83440



Theodore M. Fergeson,
aka Ted M. Fergeson
P. O. Box 2558
Midland, TX 79702

Hope W. Loftis,

aka Hope W. Hoover (Undeliverable)
1365 Delphic Way

Pocatello, ID 83201

Verlie A. Stringham

c/o Stephen B. Stringham
269 West 300 South
Vemal, UT 84078

J. Hiram Moore, Ltd.
P.O. Box 1733
Midland, TX 79702

Verna B. Melville and Marvin A. Melville
Trustees of the Verna B. Melville Trust

2161 Millstream Lane
Salt Lake City, UT 84109

James F. Deal

304 Reservoir Road
Beckley, WV 25801
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W. F. Roden
P. O. Box 10909
Midland, TX 79702

Kent G. Stringham
121 West 400 South
Vernal, UT 84078

Donna Richens, Treasurer
Uintah County

147 East Main

Vernal, UT 84078

Jeff Fandrich

Inland Production Company

410 Seventeenth Street, Suite 700
Denver, CO 80202

Charles Cameron

Bureau of Indian Affairs
Minerals & Mining Department
P.O. Box 130

Ft. Duchesne, UT 84026

Jimmy Raffoul

Bureau of Land Management
P.O. Box 45155

Salt Lake City, UT 84145-0155
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BEFORE THE BOARD OF OIL, GAS AND MINING
DEPARTMENT OF NATURAL RESOURCES

STATE OF UTAH FILED

IN THE MATTER OF THE REQUEST
FOR AGENCY ACTION OF EL PASO
PRODUCTION OIL & GAS COMPANY
FOR AN ORDER ESTABLISHING 640
ACRE DRILLING UNITS FOR LANDS
IN THE LELAND BENCH AREA IN
TOWNSHIP 4 SOUTH, RANGE 2 EAST,
U.S.M., FOR THE PRODUCTION OF
OIL AND GAS FROM THE

MESA VERDE AND MANCOS
FORMATIONS; AND TO FORCE POOL
THE INTERESTS OF ALL OWNERS
REFUSING OR FAILING TO AGREE
TO LEASE THEIR INTERESTS OR
OTHERWISE BEAR THEIR
PROPORTIONATE SHARE OF THE
COSTS OF DRILLING AND
PRODUCTION OPERATIONS FOR
THE LELAND BENCH #35-12 WELL
AND UTE TRIBAL #26-41 WELL
(FORMERLY KNOWN AS THE
ARMSTRONG NOS. 1 AND 3 WELLS),
AND OTHER WELLS, TO BE DRILLED
ON THE LANDS IN UINTAH COUNTY,
UTAH

SEP 07 2001

SECRETARY, EOARD OF
OIL, GAS & MINING

FINDINGS OF FACT, CONCLUSIONS
OF LAW, AND ORDER

Docket No. 2001-021

Cause No. 247-01

This cause came on regularly for hearing before the Board of Oil, Gas and Mining (the

“Board”) on Wednesday, July 25, 2001, at 11:00 am., in the Council Chambers of the

Roosevelt Municipal Building, at 255 South State Street, Roosevelt, Utah.

The following Board members present and participating in the hearing were: Chairman

Elise L. Erler, W. Allan Mashburn, James Peacock, Kent R. Petersen, Robert J. Bayer, and
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Douglas E. Johnson. John R. Baza, Associate Director for Oil and Gas of the Division of Oil,
Gas and Mining (the “Division”) was present and participated in the hearing.

Phillip Wm. Lear, of Snell & Wilmer L.LP. appeared on behalf of El Paso Production Oil
& Gas Company (“El Paso”), and Brian L. Haley, Curtis P. Conrad, and John B. Auman
appeared as witnesses for El Paso. Charles H. Cameron, appeared for the Bureau of Indian
Affairs. Ferron Secakuku appeared for of the Ute Indian Tribe. Chris H. Denver appeared on
behalf of the Ute Distribution Corporation. Assad Raffoul, Michael Colthard, and Edwin L
Forsman appeared on behalf of the Bureau of Land Management. Steven A. Malnar and
Mark B. Oberhansly appeared pro se.

Kurt E. Seel, Esq., Assistant Attorney General, represented the Board.

NOW THEREFORE, the Board, having fully considered the testimony adduced and the
exhibits received at the hearing, and being fully advised in the premises, makes and enters its

Findings of Fact, Conclusions of Law, and Order, as follows:

FINDINGS OF FACT
1. The Board mailed notice of the hearing to interested parties on July 3, 2001, and
caused notice to be published in the Deseret News and in the Salt Lake Tribune on July 8, 2001,
and in the Vernal Express on July 4, 2001.
2. El Paso mailed photocopies of the Request for Agency Action on June 11, 2001,
to the last known address of all owners having interests in the area to be spaced, by certified

mail, return receipt requested.
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3. El Paso is a Delaware corporation in good standing having its principal place of
business in Houston, Texas. El Paso is authorized to do, and is doing, business in the State of
Utah. El Paso is the successor to Coastal Oil & Gas Corporation by virtue of a name change.

4. At the hearing the Board granted El Paso’s Motion to Bifurcate the matter and to
continue until the regularly scheduled August 2001 hearing that portion of the Request for
Agency Action pertaining to the forced pooling application.

5. El Paso is the operator of wells currently drilling, permitted, or proposed on lands
that are the subject matter of the Request for Agency Action.

6. El Paso owns or control working interests in the lands and wells which are the
subject matter of the Request for Agency Action.

7. The lands sought to be spaced are situated in Uintah County, Utah, and are more
particularly described, as follows:

Township 4 South, Range 2 East, U.S.M.

Section 25: All

Section 26: Lots 1,2,3,4,5,6,7,8,9,
10,11,12, NWYNEY,
NEVNWY:, NWYSWha,
SY¥%.SWV4, SWY.SEY4, and
patented lode mining claims
known as:

Canyon (M.S. 5520)
Ouray No.1 (M.S. 5521)
Ouray No.2 (M.S. 5521)
(Al)

Section 35;: Lots 1,2,3,4,5,6,7,8,9,10,
WYNEV4, NWY, including
surveyed, but unpatented
mining claims (All)
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Section 36: Lots 1,2,3,4,5,6,7,8, NEV4NE'4,
SV,NEY4, EYAaNWYs, NW/NW V4
SEY., and patented lode mining
claims known as:
Little Boy No. 1 (M.S. 6245)
Little Boy No. 2 (M.S. 6249)
Big Gem (M.S. 5541)
Little Seam #1  (M.S. 5959)
Little Seam #2  (M.S. 6243)
(All)

(hereinafter “Subject Lands).

8. The Subject Lands are Ute Indian Tribal lands and private (fee) lands comprising
agricultural homestead or cash entry patented lands and patented mining claims.

9. The Subject Lands are currently governed by the general well-location and siting
rules set forth in the Utah Administrative Code R649-3-2(1) (2001), authorizing a well to be
drilled for production in the center of a 40 acre public land survey quarter-quarter section or
equivalent lot with a tolerance of 200 feet in any direction from the center location.

10.  No wells have been drilled to or currently produce from the interval to be spaced.

11.  El Paso brought this application in advance of drilling a discovery well to prevent
the inequities occasioned by non-consenting and unleased owners refusing to pay their prorata
share of costs of wells and operations drilled and conducted in advance of formal spacing.

12.  The Subject Lands are underlain by the Mesa Verde and Mancos formations,

customarily known in the area to contain a common source of supply from which oil and natural

gas can be produced.
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13. The interval sought to be spaced comprises the Mesa Verde and Mancos
formations, easily-identifiable stratigraphic horizons throughout the Uinta Basin (“Spaced
Interval”).

14.  Spacing patterns for the Spaced Interval in the Subject Lands should comprise
640—acre drilling units conforming to public land survey sections or equivalent lands adjusted for
declination, survey errors, or patented lode mining claims.

15.  Wells drilled on the Subject Lands to produce from the Spaced Interval should be
as centrally located within each governmental section as practically possible, to be determined by
the Division during the administrative processing of submitted Applications for Permit to Drill.

16.  The maximum area that can be efficiently and economically drained by one well
from the Spaced Interval underlying the Subject Lands is 640 acres.

17.  Only one well producing from the Spaced Interval should be permitted for each
drilling unit.

18.  Production of oil, gas, and associated hydrocarbons from the Spaced Interval in
the Subject Lands will promote the public interest, increase ultimate recovery, prevent waste, and

protect the correlative rights of all owners.

CONCLUSIONS OF LAW

1. The Board has jurisdiction of the parties and of the subject matter of the Second
Request for Agency Action, as amended, pursuant to Chapter 6 of Title 40 of the Utah Code
Annotated.

2. The Division gave due and regular notice of the time, place, and purpose of the

hearing to all interested parties as required by law and by the rules and regulations of the Board.
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3. El Paso properly served all owners entitled to notice by mailing copies of the
Request for Agency Action, as amended, to those owners having legally protected interests.

4, The Subject Lands are currently governed by the general well-location and siting
rules set forth in the Utah Administrative Code Rule R649-3-2(1) (2001), authorizing a well to
be drilled for production of oil and gas in the center of a 40 acre public land survey quarter-
quarter section or equivalent lot with a tolerance of 200 feet in any direction from the center
location.

5. Entry of a spacing order in advance of a discovery well in the Spaced Interval in
the Subject Lands is appropriate under the circumstances of this case, which is the potential of
non-consenting owners, primarily unleased joint tenants, to obtain an unjust and unreasonably
large benefit of production from a successful well without bearing their just and reasonable share
of the costs and of the exploration risks of a successful well.

6. Six hundred forty-acre drilling units are not smaller than the maximum area
within the Subject Lands that can be efficiently and economically drained by one production well
from the Spaced Interval.

7. Six hundred forty—acre drilling units are of a uniform size and shape across the
Subject Lands.

8. The reasons for seeking a spacing order and the terms and conditions sought by
El Paso’s Request for Agency Action are just and reasonable.

9. An order establishing drilling units on 640-acre patterns for the production of oil,

gas, and associated hydrocarbons from the Spaced Interval in the Subject Lands will promote the
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public interest, increase ultimate recovery, prevent waste, and protect the correlative rights of all
owners, including El Paso.
ORDER

IT IS THEREFORE ORDERED that to promote the public interest, to increase the
ultimate recovery of the resources, to prevent physical waste of oil, gas, and associated
hydrocarbons, and to protect the correlative rights of all owners:

A. El Paso’s Request for Agency Action is granted as to that portion of the Request
for Agency Action seeking spacing of the Mesa Verde and Mancos formations in the following
described lands in Uintah County, Utah:

Township 4 South, Range 2 East, U.S.M.

Section 25: All

Section 26: Lots 1,2,3,4,5,6,7,8,9,
10,11,12, NWYNEYS,
NEVNWYi, NWYSWYs,
SY.SWVi, SWYSEYs, and
patented lode mining claims
known as:

Canyon (M.S. 5520)
Ouray No.1 (M.S. 5521)
Ouray No.2 (M.S. 5521)
(AlD)

Section 35: Lots 1,2,3,4,5,6,7,8,9,10,
WVYNEVs, NWY,, including
surveyed, but unpatented
mining claims (All)

Section 36: Lots 1,2,3,4,5,6,7,8, NEViNE,
SY,NEY:, EvaNW V4, NWYANW /4
SEY, and patented lode mining
claims known as:
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Little Boy No. 1 (M.S. 6245)
Little Boy No. 2 (M.S. 6249)
Big Gem (M.S. 5541)
Little Seam #1  (M.S. 5959)
Little Seam #2  (M.S. 6243)
(All)

B. Drilling units shall comprise 640-acre public land survey sections or an equivalent
combination of lots or mining claims, for the lands and intervals so spaced.

C. The permitted well within each drilling unit shall be as centrally located within
each governmental section as practically possible, to be determined by the Division during the
administrative processing of submitted Applications for Permit to Drill.

D. Administrative approval may be granted for exception well locations for
topographic, environmental, and archaeological considerations and when “no surface
occupancy” stipulations imposed by the landowners (lessors) prohibit drilling at a legal location,
without the necessity of a full hearing before the Board.

E. In order to ascertain the accuracy and appropriateness of the geologic and
engineering evidence and the conclusions supporting the spacing herein established, El Paso
shall within 30 days of the completion of drilling for each well compile all drilling information
obtained from the well and meet with the staff of the Division to review such information and to
determine what additional production and engineering data are needed and the timetable for
obtaining the additional data. In the event the evidence from the wells indicates a different well-
spacing is justified than the one established by this Order, El Paso, the Division, interested third

parties, or the Board on its own motion may seek a modification of the Order to conform with

the newly determined evidence.
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F. The Board has considered and decided this matter as a formal adjudication,
pursuant to the Utah Administrative Procedures Act, Utah Code Ann. §§ 63-46b—6 through —10
(1993), and of the Rules of Practice and Procedure before the Board of Oil, Gas and Mining,
Utah Admin. Code R641 (2001).

G. This Findings of Fact, Conclusions of Law, and Order (“Order”) is based
exclusively upon evidence of record in this proceeding or on facts officially noted, and
constitutes the signed written order stating the Board’s decision and the reasons for the decision,
as required by the Utah Administrative Procedures Act, Utah Code Ann. § 63-46b-10 (1997),
and the Rules of Practice and Procedure before the Board of Oil, Gas and Mining, Utah Admin.
Code R641-109 (2001); and constitutes a final agency action as defined in the Utah
Administrative Procedures Act and Board rules.

H. Notice of Right of Judicial Review by the Supreme Court of the State of
Utah. The Board hereby notifies all parties to this proceeding that they have the right to seek
judicial review of this Order by filing an appeal with the Supreme Court of the State of Utah
within 30 days after the date this Order is entered. Utah Code Ann. § 63-46b-10(f) (1997).

L Notice of Right to Petition for Reconsideration. As an alternative, but not as a
prerequisite to judicial review, the Board hereby notifies all parties to this proceeding that they
may apply for reconsideration of this Order. Utah Code Ann. § 63-46b—10(e) (1997). The Utah
Administrative Procedures Act provides:

(1) (a) Within 20 days after the date that an order is issued for
which review by the agency or by a superior agency under Section

63-46b—12 is unavailable, and if the order would otherwise
constitute final agency action, any party may file a written request
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for reconsideration with the agency, stating the specific grounds
upon which relief is requested.

(b) Unless otherwise provided by statute, the filing of the request is
not a prerequisite for seeking judicial review of the order.

(2) The request for reconsideration shall be filed with the agency
and one copy shall be sent by mail to each party by the person
making the request.

(3)(a) The agency head, or a person designated for that purpose,
shall issue a written order granting the request or denying the
request.

(b) If the agency head or the person designated for that purpose
does not issue an order within 20 days after the filing of the
request, the request for reconsideration shall be considered to be
denied.

Utah Code Ann. § 63-46b—13 (1997).

The Rules of Practice and Procedure before the Board of Oil, Gas and Mining entitled
“Rehearing and Modification of Existing Orders” state:

Any person affected by a final order or decision of the Board may
file a petition for rehearing. Unless otherwise provided, a petition
for rehearing must be filed no later than the 10th day of the month
following the date of signing of the final order or decision for
which the rehearing is sought. A copy of such petition will be
served on each other party to the proceeding no later than the 15th
day of that month.
Utah Admin. Code R641-110-100 (2001).

The Board hereby rules that should there be any conflict between the deadlines provided
in the Utah Administrative Procedures Act and the Rules of Practice and Procedure before the
Board of Oil, Gas and Mining, the later of the two deadlines shall be available to any party
moving to rehear this matter. If the Board later denies a timely petition for rehearing, the

aggrieved party may seek judicial review of the order by perfecting an appeal with the Utah

Supreme Court within 30 days thereafter.
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I The Board retains exclusive and continuing jurisdiction of all matters covered by
this Order and of all parties affected thereby; and specifically, the Board retains and reserves
exclusive and continuing jurisdiction to make further orders as appropriate and authorized by
statute and applicable regulations.

K The Chairman’s signature on a facsimile copy of this Order shall be deemed the
equivalent of a signed original for all purposes.

ENTERED this 7™ day of September, 2001.

STATE OF UTAH
BOARD OF OIL, GAS AND MINING

e \ Qs

Elise L. Erler, Chairman
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CERTIFICATE OF MAILING

I hereby certify that I caused a true and correct copy of the foregoing “Findings of Fact,
‘Conclusions of Law, and Order” in Docket No. 2001-021, Cause No. 247-01 to be mailed with

postage prepaid, this _| 74 _day of September, 2001, to the following:

Phillip Wm. Lear
SNELL & WILMER

Attorneys for El Paso Prod. Oil & Gas Co.

15 West South Temple Street, Suite 1200
Gateway Tower West
Salt Lake City, UT 84101

Thomas A. Mitchell

Assistant Attorney General

160 East 300 South, 5th Floor
P.O. Box 140857

Salt Lake City, UT 84114-0857

Kurt E. Seel

Assistant Attorney General

160 East 300 South, 5th Floor
P.O. Box 140857

Salt Lake City, UT 84114-0857

John R. Baza, Associate Director
Utah Division of Oil, Gas and Mining
1594 West North Temple, Suite 1210
P.O. Box 145801

Salt Lake City, UT 84114-5801
(Hand Delivered)

El Paso Production Oil & Gas Company
Attn: James E. Cole

El Paso Tower

Nine Greenway Plaza

Houston, TX 77046

Dusty M. Sanderson
Oil and Gas Properties
6405 Kingsbury
Amarillo, TX 79109
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Mark B. Oberhansley
HC 66

P. O. Box 45

Neola, UT 84053

Steven A. Malnar
Zions Bank Building
Roosevelt, UT 84066

Chris H. Denver

Ute Distribution Corporation
P. O. Box 696

Roosevelt, UT 84066

Becky Jo Gebhart Jackson
P. O. Box 477
Vernal, UT 84078

James R. Blackmon
P. O. Box 8072
Horseshoe Bay, TX 78657

James R. Blackmon  (Undeliverable)
1303 The CPE
Horseshoe Bay, TX 78657

Bureau of Indian Affairs
Uintah & Ouray Reservation
Attn: David L. Allison

P. 0. Box 130

988 South 7500 East

Fort Duchesne, UT 84026

Ute Indian Tribe

Energy & Minerals Department
Attn: Ferron Secakuku

P. 0. Box 70

Fort Duchesne, UT 84026



United States of America
Bureau of Land Management
Utah State Office

Attn: Robert A. Henricks

304 South State Street, Suite 300
Salt Lake City, UT 84111

United States of America
Bureau of Land Management
Vernal Field Office

Attn: Gerald E. Kenczka

170 South 500 East

Vermal, UT 84078

Carolyn C. Head
913 Eton Way
Sunnyvale, CA 94087

James W. Sparks
4600 Island Drive
Midland, TX 79707

C.D. LaSusa
P. O. Box 1808
Corsicana, TX 75151

Jerry L. Hooper
P. O. Box 509
Socorro, NM 87801

Jesse Lewis Cheney
2382 St. Marys Drive
Salt Lake City, UT 84108

Charles R. Tierce
3116 Auburn P1.
Midland, TX 79705

Jo Anne Highsmith
aka Jo Ann Highsmith
One Shore Court
Oswego, IL 60543
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Catherine S. Hatch

c/o Stephen B. Stringham
269 West 300 South
Vernal, UT 84078

John E. Hansen
P. O. Box 232
Kerrville, TX 78029

Coastal Oil & Gas Resources, Inc.
Nine Greenway Plaza
Houston, TX 77046

Nedene S. Jacobsen Family Trust
15587 Meadowbrook
Chesterfield, MO 63017

Covey Minerals, Inc.
2079 East Sierra Ridge Court
Salt Lake City, UT 84109

Kale R. Webster
P. O. Box 61227
San Angelo, TX 76906

David J. Callister and Jennifer Callister,

or their successors as Trustees of the

David and Jennifer Callister Family Trust

2409 Arnett Drive
Salt Lake City, UT 84109

Karl Wallace
1035 East 5625 South
Ogden, UT 84405

Diana C. Peterson
1078 Oak Hills Way
Salt Lake City, UT 84108

Loma Stringham, Trustee of the
Stephen B. Stringham Family Trust
c/o Stephen B. Stringham

269 West 300 South

Vemal, UT 84078



Dorothy Stringham Searle Memorial Trust

¢/o Paul Searle
956 South 500 West
Vernal, UT 84078

Mark A. Chapman
P. O. Box 450
Sealy, TX 77474

Dr. Jess C. Cheney
338 East Shamrock Drive
Murray, UT 84107

Paul G. Stringham  (Temporarily Away)
1775 South 2935 West
Vemal, UT 84078

Duane J. Magee, aka Duane Magee
Main Street
Hospers, IA 51238

William D. Callister, Jr.
2415 Neffs Lane
Salt Lake City, UT 84109

Petroglyph Operating Company
aka Petroglyph Gas Partners, L.P.
aka Petroglyph Energy, Inc.

410 17th Street, Suite 1230
Denver, CO 80202

Wells Fargo Bank, Trustee (Undeliverable)

Thomas E. Jeremy Family Trust
Attn: Trust Department

175 South Main Street

Salt Lake City, UT 84111

Ronald E. Slover
3614 Royal Road
Amarillo, TX 79109

Earl Ray West

3107 Metz Drive
Midland, TX 79705
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Wesley Chalfant
P. 0. Box 3123
Midland, TX 79702

Florence N. Streeper Family Trust
1350 Delphic Way
Pocatello, ID 83201

Sharon Eskelson Boren
P. O. Box 477
Vernal, UT 84078

Forest Oil Corporation
1600 Broadway, Suite 2200
Denver, CO 80202

Stanley J. Callister
2437 East 3510 South
Salt Lake City, UT 84109

George G. Staley
500 West Illinois Avenue, Suite 100
Midland, TX 79701

Stephen B. Stringham, Trustee of the
Loma Stringham Family Trust

269 West 300 South

Vernal, UT 84078

Genevieve J. Callister
2415 Neffs Lane
Salt Lake City, UT 84109

T. B. O’Brien
2 Lazy Wood Lane
Midland, TX 79705

H. James Gordon, as Trustee FBO the

Rose Anne C. Gordon Testamentary Trust

544 Linden Avenue
Rexburg, ID 83440

Theodore M. Fergeson, aka Ted M. Fergeson

P. O. Box 2558
Midland, TX 79702



Hope W. Loftis, aka Hope W. Hoover
1365 Delphic Way  (Undeliverable)
Pocatello, ID 83201

Verlie A. Stringham

c/o Stephen B. Stringham
269 West 300 South
Vernal, UT 84078

J. Hiram Moore, Ltd. (Undeliverable)
314 Gulf Building
Midland, TX 79701

Verna B. Melville and Marvin A. Melville
Trustees of the Verna B. Melville Trust
2161 Millstream Lane

Salt Lake City, UT 84109

James F. Deal
304 Reservoir Road
Beckley, WV 25801

W. F. Roden

P. O. Box 10909
Midland, TX 79702
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Kent G. Stringham
121 West 400 South
Vemal, UT 84078

Donna Richens, Treasurer
Uintah County

147 East Main

Vernal, UT 84078

Jeff Fandrich

Inland Production Company

410 Seventeenth Street, Suite 700
Denver, CO 80202

Charles Cameron

Bureau of Indian Affairs
Minerals & Mining Department
P.O. Box 130

Ft. Duchesne, UT 84026

Jimmy Raffoul

Bureau of Land Management
P.O. Box 45155

Salt Lake City, UT 84145-0155

Gt



BEFORE THE BOARD OF OIL, GAS AND MINING
DEPARTMENT OF NATURAL RESOURCES

STATE OF UTAH FILED

IN THE MATTER OF THE REQUEST
FOR AGENCY ACTION OF EL PASO
PRODUCTION OIL & GAS COMPANY
FOR AN ORDER ESTABLISHING 640-
ACRE DRILLING UNITS FOR LANDS
IN THE LELAND BENCH AREA IN
TOWNSHIP 4 SOUTH, RANGE 2 EAST,
USM, FOR THE PRODUCTION OF OIL
AND GAS FROM THE MESA VERDE
AND MANCOS FORMATIONS; AND
TO FORCE POOL THE INTERESTS OF
ALL OWNERS REFUSING OR
FAILING TO AGREE TO LEASE
THEIR INTERESTS OR OTHERWISE
BEAR THEIR PROPORTIONATE
SHARE OF THE COSTS OF DRILLING
AND PRODUCTION OPERATIONS
FOR THE LELAND BENCH #35-12
WELL AND UTE TRIBAL #26-41
WELL, AND OTHER WELLS, TO BE
DRILLED ON THE LANDS IN UINTAH
COUNTY, UTAH.

AUG 08 2001

SECRETARY, BOARD OF
OIL, GAS & MINING

ORDER BIFURCATING HEARING
AND CONTINUING FORCED
POOLING APPLICATION

Docket No. 2001-021

Cause No. 247-01

This matter having come on to be heard at the regularly scheduled July 25, 2001 hearing;

the Board of Oil, Gas and Mining having considered the Answer of Unleased Mineral Owner

Dusty Sanderson, the oral motion of Bureau of Indian Affairs to continue, and El Paso

Production Oil & Gas Company’s Motion to Bifurcate filed herein, seeking a continuance of that

portion of the hearing pertaining to the forced pooling of interests only; and being fully advised

in the premises;



08/08/01 13:56 FAX 801 252 3299 Kennecott Transp doo2/002

N’ ~

IT IS HEREBY ORDERED that the spacing application of the Request for Agency
Action is to be heard on Wednesday, July 25, 2001, as scheduled, and the forced pooling
application of the Request for Agency Action will be, and hereby is, continued to the regularly
scheduled hearing date on Wednesday, August 22, 2001, at 10:00 a.m. in the Board Room of the
Department of Natural Resources, 1594 West North Temple, Suite 1050, Salt Lake City, Utah.

For all purposes, the Chairman’s signature on a faxed copy of this Order shall be

deemed the equivalent of a signed original.
DATED this 9P day of August, 2001, effective July 25, 2001,

STATE OF UTAH
BOARD OF OIL, GAS AND MINING

Q. She

Elise L. Erler, Chairman
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CERTIFICATE OF MAILING

I hereby certify that I caused a true and correct copy of the foregoing “Order Bifurcating
Hearing and Continuing Forced Pooling Application” in Docket No. 2001-021, Cause No.
247-01 to be mailed with postage prepaid, this _| O day of August, 2001, to the following:

Phillip Wm. Lear
SNELL & WILMER

Attorneys for El Paso Prod. Oil & Gas Co.

15 West South Temple Street, Suite 1200
Gateway Tower West
Salt Lake City, UT 84101

Thomas A. Mitchell

Assistant Attorney General

160 East 300 South, 5th Floor
P.O. Box 140857

Salt Lake City, UT 84114-0857

Kurt E. Seel

Assistant Attorney General

160 East 300 South, 5th Floor
P.O. Box 140857

Salt Lake City, UT 84114-0857

John R. Baza, Associate Director
Utah Division of Oil, Gas and Mining
1594 West North Temple, Suite 1210
P.O. Box 145801

Salt Lake City, UT 84114-5801
(Hand Delivered)

El Paso Production Oil & Gas Company
Attn: James E. Cole

El Paso Tower

Nine Greenway Plaza

Houston, TX 77046

Dusty M. Sanderson
Oil and Gas Properties
6405 Kingsbury
Amarillo, TX 79109
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Mark B. Oberhansley
HC 66

P.O. Box 45

Neola, UT 84053

Steven A. Malnar
Zions Bank Building
Roosevelt, UT 84066

Chris H. Denver

Ute Distribution Corporation
P.O. Box 696

Roosevelt, UT 84066

Becky Jo Gebhart Jackson
P. O. Box 477
Vernal, UT 84078

James R. Blackmon
P.O. Box 8072
Horseshoe Bay, TX 78657

James R. Blackmon
1303 The CPE
Horseshoe Bay, TX 78657

Bureau of Indian Affairs
Uintah & Ouray Reservation
Attn: David L. Allison

P. 0. Box 130

988 South 7500 East

Fort Duchesne, UT 84026

Ute Indian Tribe

Energy & Minerals Department
Attn: Ferron Secakuku
P.O.Box 70

Fort Duchesne, UT 84026



United States of America
Bureau of Land Management
Utah State Office

Attn: Robert A. Henricks

304 South State Street, Suite 300
Salt Lake City, UT 84111

United States of America
Bureau of Land Management
Vernal Field Office

Attn: Gerald E. Kenczka

170 South 500 East

Vernal, UT 84078

Carolyn C. Head
913 Eton Way
Sunnyvale, CA 94087

James W. Sparks
4600 Island Drive
Midland, TX 79707

C.D. LaSusa
P. O. Box 1808
Corsicana, TX 75151

Jerry L. Hooper
P. O. Box 509
Socorro, NM 87801

Jesse Lewis Cheney
2382 St. Marys Drive
Salt Lake City, UT 84108

Charles R. Tierce
3116 Auburn Pl
Midland, TX 79705

Jo Anne Highsmith
aka Jo Ann Highsmith
One Shore Court
Oswego, IL 60543
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Catherine S. Hatch

c¢/o Stephen B. Stringham
269 West 300 South
Vernal, UT 84078

John E. Hansen
P. O. Box 232
Kerrville, TX 78029

Coastal Oil & Gas Resources, Inc.
Nine Greenway Plaza
Houston, TX 77046

Nedene S. Jacobsen Family Trust
15587 Meadowbrook
Chesterfield, MO 63017

Covey Minerals, Inc.
2079 East Sierra Ridge Court
Salt Lake City, UT 84109

Kale R. Webster
P. O. Box 61227
San Angelo, TX 76906

David J. Callister and Jennifer Callister,

or their successors as Trustees of the

David and Jennifer Callister Family Trust

2409 Arnett Drive
Salt Lake City, UT 84109

Karl Wallace
1035 East 5625 South
Ogden, UT 84405

Diana C. Peterson
1078 Oak Hills Way
Salt Lake City, UT 84108

Loma Stringham, Trustee of the
Stephen B. Stringham Family Trust
c¢/o Stephen B. Stringham

269 West 300 South

Vernal, UT 84078



Dorothy Stringham Searle Memorial Trust
c¢/o Paul Searle

956 South 500 West

Vernal, UT 84078

Mark A. Chapman
P. O. Box 450
Sealy, TX 77474

Dr. Jess C. Cheney
338 East Shamrock Drive
Murray, UT 84107

Paul G. Stringham
1775 South 2935 West
Vernal, UT 84078

Duane J. Magee, aka Duane Magee
Main Street
Hospers, IA 51238

William D. Callister, Jr.
2415 Neffs Lane
Salt Lake City, UT 84109

Petroglyph Operating Company
aka Petroglyph Gas Partners, L.P.
aka Petroglyph Energy, Inc.

410 17th Street, Suite 1230
Denver, CO 80202

Wells Fargo Bank, Trustee (Undeliverable)
Thomas E. Jeremy Family Trust

Attn: Trust Department

175 South Main Street

Salt Lake City, UT 84111

Ronald E. Slover
3614 Royal Road
Amarillo, TX 79109

Earl Ray West

3107 Metz Drive
Midland, TX 79705
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Wesley Chalfant
P. 0. Box 3123
Midland, TX 79702

Florence N. Streeper Family Trust
1350 Delphic Way
Pocatello, ID 83201

Sharon Eskelson Boren
P. O. Box 477
Vernal, UT 84078

Forest Oil Corporation
1600 Broadway, Suite 2200
Denver, CO 80202

Stanley J. Callister
2437 East 3510 South
Salt Lake City, UT 84109

George G. Staley
500 West Illinois Avenue, Suite 100
Midland, TX 79701

Stephen B. Stringham, Trustee of the
Loma Stringham Family Trust

269 West 300 South

Vernal, UT 84078

Genevieve J. Callister
2415 Neffs Lane
Salt Lake City, UT 84109

T. B. O’Brien
2 Lazy Wood Lane
Midland, TX 79705

H. James Gordon, as Trustee FBO the
Rose Anne C. Gordon Testamentary Trust
544 Linden Avenue

Rexburg, ID 83440

Theodore M. Fergeson, aka Ted M. Fergeson
P. O. Box 2558
Midland, TX 79702



Hope W. Loftis, aka Hope W. Hoover
1365 Delphic Way
Pocatello, ID 83201

Verlie A. Stringham
c/o Stephen B. Stringham
269 West 300 South
Vemal, UT 84078

J. Hiram Moore, Ltd. (Undeliverable)

314 Gulf Building
Midland, TX 79701
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Verna B. Melville and Marvin A. Melville
Trustees of the Verna B. Melville Trust
2161 Millstream Lane

Salt Lake City, UT 84109

James F. Deal
304 Reservoir Road
Beckley, WV 25801

W. F. Roden

P. O. Box 10909
Midland, TX 79702

— Uiane el




